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PROCEEDI NGS

MR, GUTKNECHT: |If we could get everybody to take
a seat, as sone of you may know, ny nane is G| Cutknecht
and | represent southern Mnnesota. This is Earl Poneroy,
who represents all of North Dakota. We will have ot her
Menbers joining us as we go through the schedul e here.

But as | started to nention, I'malso an
auctioneer, and one of the things they teach you in auction
college is to start on tine, so we're going to try and
start. There will be Menbers comng in and out. As is
al ways the case when Congress is in town, neetings tend to
be over-schedul ed and we have two or three neetings at the
same time.

Earl nentioned to ne that he has got two ot her
t hi ngs going on, so he is going to stay as |long as he can.
W were able to block off all of the tine, so I'"'mgoing to
be here at |east until--well, that clock is wong. It is
actually only 2 o' clock. W haven't gotten onto regul ar
standard tine.

Let nme thank, first of all, Congressnmen John
Pet erson and Al an Boyd, who are the Co-Chairs of the

Congr essi onal Rural Caucus, for asking us to have this
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hearing. About six nonths ago we had a neeting of the rural
caucus and we sort of polled all the Menbers, and we have
over 100 Menbers of Congress who are involved in the Rural
Caucus.

And we sort of polled the Menbers in terns of what
are sone of the issues that are really inportant to rura
Anerica. Surprisingly, one of the issues that went way up
on the radar screen was tel econmunications. W were asked
if we would put together a special subcommttee, if you
will, or caucus of our own, just to look into the issues and
problenms related to what is happening with
t el econmuni cati ons and technol ogy and how both the States
and the Federal Government are regulating it.

And, as a result, we decided that we would have at
| east one, and now it |ooks Iike we will have at |east two,
perhaps three neetings like this, where we will invite
people in to talk about it. At the core of what we are
really trying to do is get to the bottom of what are the
probl ens; how are the Federal and State regul ators
responding to those problens in rural America; and then of

course ultimately what we should do about that.
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Now, it is ny assunption that sometinme during the
109t h Congress we will pass another version of telecom
| egi sl ation here in the Congress. The concern that we have
froma rural America perspective is that the issues
affecting small towns, rural communities, farns and ranches,
do not get conpletely ignored in that discussion. So that's
the principal notive we have today, but | think it wll be
i nstructive for Menbers and for staff to have fol ks com ng
in fromaround the country to tal k about some of those
probl ens, and hopefully then hel ping us to be better
educated in how we shoul d approach this.

There is a small conpany in Mnnesota that is
| ocated in a town with one traffic light, one gas station,
one grocery store. There is, as | say, one rural telephone
conpany that is located there. There is a cable television
conpany. There are four wrel ess conpani es and one
satellite conpany.

O all of those conpanies |located in that one very
small town, there is only one conpany that is regul ated.
That is the rural telephone conpany. And, as a result, the
rural tel ephone conpany wanted to offer services beyond what

he is currently offering, that was the conpany that was
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denied. | think in some respects that sort of discusses
some of the problens that we face.

Now, mny staff has prepared a very |ong opening
statenent here. |I'mgoing to cut it very short because you
didn't come here to hear ne. But in the end, it seens to ne
that we have a responsibility to rural America to nake
certain that they don't get left behind. As technol ogy and
as new products and new services becone avail abl e, our
principal mssion is to nake certain that the voices of
rural Anerica are heard as we begin to debate the next
telecombill.

Wth that, | would be nore than happy to turn it
over to ny colleague from North Dakota, if he has any
opening remarks. Earl?

MR. POMEROY: Thank you, GIl. | just want to
I ntroduce ny Public Service Comm ssioner, Tony Cark. Tony
is on the first panel. He knows a bit about tel ecomissues
in rural America, because 95 percent of the territory he is
responsi bl e for overseeing has a density of |ess than two
custoners per square mle

So when it comes to the rural telecomissues being

addressed in this session, quite frankly we have great
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anxiety as to how this mght shake out. W think certainly
since the last telecombill, technol ogy has driven a nunber
of issues to the fore, issues that | think distinctly
threaten rural America if we are not very careful

And so, G|, | appreciate you convening this
neeting, getting this nmaterial before us, and with
Comm ssioner Clark you are really hearing, |I think, fromthe
Nation's utilities regulators. He is vice chair of the
group, of the National Association of Regulatory
Conmi ssi oners Tel ecom Committee, and he is the chairman of
the 14-State Quest Regional Oversight Commttee. So he has
spent, in addition to the unfair charging of rural railroad
rates, which we work on when we have other hats on, he has
energed as an expert in this area as well.

I|"mgoing to have to run to this organizational
meeting. |'Il be running right back, but | apol ogize for
the in-and-out. Anyway, Comm ssioner C ark, thank you for
com ng out today.

MR, GQUTKNECHT: Thank you, Congressman Poner oy.
What | think we will dois, I"'mgoing to introduce the
panelists, and we are going to try and hold your remarks if

you can to about five mnutes. Now, we understand, and this
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is not a formal hearing, and even in the formal hearings
here in Congress we don't do a very good job of hol ding
people to five m nutes.

| am honored to wel come our coll eague from
Nebr aska, Coach Gsborne, to the dias. Thank you for com ng.
Do you have any openi ng renarks?

MR, OSBORNE: No.

VR, GUTKNECHT: We are just about to start taking
sone testinony. | think with that I will go to M. Jeff
Carlisle first, and ask if he would nake his presentation.
He is the Bureau Chief of the Wreline Conpetition Bureau of
t he Federal Communications Conm ssion. Wl cone.

MR. CARLI SLE: Thank you very much. | brought
al ong a Power Point presentation which is, | believe, on the
side table here, and if you want to pick that up on the way
out, it will provide nore detail on the general points that
I|"mgoing to describe here. And also, if you don't get a
copy, please contact Paul Nagle in our Ofice of Legislative
Affairs, and 1'lIl be happy to provide extra copies to anyone
who wants one.

When you think about rural tel ephone conpany

policy and the nmain anmount of work that the FCC does in this
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area, you really have to | ook at cost recovery. That's
really the basis of what, that's really 90 percent of the
work that the FCC does with regard to rural tel ephone
conpani es. And tel ephone conpanies, it's useful to start at
a very basic level and review quickly how tel ephone
conpani es recover their cost.

A tel ephone conpany can recover their cost through
charges on their consuners. So when you see the line item
on your telephone bill that says, "Local telephone service,"”
$15 or $16 or $17 a nonth, that is noney that the consuner
I's paying to the tel ephone conpany for unlimted | ocal
usage. All right?

But there are other line itens on a tel ephone bil
that are essentially end user charges. The subscriber |ine
charge, for exanple, is a federally regul ated charge that
recovers the cost of the facility used for interstate
t el econmuni cat i ons.

So you will see your charge for |ocal tel ephone
service and then you will see a subscriber |ine charge, and
you can think of that as intrastate, for the cost of the

facility as it is used just to originate conmunications
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within the State, and also interstate, for the cost of the
facility used to call outside of the State.

And the | ocal tel ephone conpany can recover a good
deal of noney off of those nechanisns fromits end users.
But because there is a policy within the United States of
encour agi ng uni versal service, or essentially reasonably
conpar abl e tel econmuni cations services to all Anericans,
that is really not designed to recover all of the costs of
provi di ng service.

The ot her way tel ephone conpani es recover their
cost are through access charges, both interstate--so when a
| ong di stance conpany originates a tel ephone call, say in
New York, and terminates it in North Dakota, the conpany in
North Dakota will receive a per mnute charge fromthe | ong
di stance conpany--and also intrastate. |If a personis
calling fromone side of North Dakota to the other side of
North Dakota, they will pay a different rate for interstate
access charges, and this is also a cost recovery nechani sm
And State, intrastate access charges are regul ated at the
State level. Interstate access charges are regul ated by the

FCC.
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And then the final area of cost recovery is
Uni versal Service. To the extent you haven't been able to
recover your cost directly fromyour consuners, or fromlong
di stance conpanies for termnating their traffic, the
conpani es can recover charges from systens that have been
set up at both the Federal |evel and in about 24 different
States to provide a subsidy to a high-cost carrier. GCkay?

Now, what is a rural conpany, there are two
aspects to this. In the Tel ecormunications Act there are
very specific definitions as to what qualifies as a rural
t el ephone conpany. And the purpose of those definitions is
to exenpt rural conpanies fromsone of the interconnection
requi renents under the 1996 Act.

The 1996 Tel ecom Act required all incunbent
t el ephone conpanies to provide access to their networks, but
t he judgnent was nade that in sone cases rural tel ephone
conpani es m ght be underm ned. Their sources of support,
their ability to operate m ght be undermined if they open
their network to conpetitors, and so certain rural telephone
conpani es, as defined by the Act, are exenpt fromthose

requirenents.
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The other way to determ ne what a rural tel ephone
conpany is, is howit is regulated in ternms of its end user
rates. There are price cap carriers, who are usually the
| argest carriers, the RBOCs--the regional Bell operating
conpani es being Verizon, Quest, Bell South, and SBC--and
then md-size rural carriers are usually regulated on a
price cap basis, neaning that they can charge up to a
certain level and no nore than that. |If they can | ower
their cost, they can pocket the difference between their
costs and their maxi numrate.

Rural carriers are normally regulated on a rate of
return basis, which is how tel ephone conpani es were
regul ated for nost of the 20th century, which essentially
nmeans they can recover their actual costs plus a rate of
return over and above those actual costs. So there are
technically two different ways of determining who is a rura
carrier and who is not a rural carrier, one according to the
Act, and that relates to interconnection obligations; one
according to how they are regulated for their end user
rates.

Now, the FCC admi nisters two major programs: the

i nterstate access charge regine, which | described very
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briefly, and the rates at which the |ocal telephone
conpani es can recover the cost of originating inter-exchange
traffic; and al so the Universal Service system There are
five funds within the Universal Service systemwhich are
ai red towards cost recovery. Three of these are for rural
carriers; tw of themare for non-rural carriers.

In fiscal year 2004, up through the end of
Sept enber of this last year, $3.4 billion was allocated, was
provi ded out of these funds. Three-quarters of this anount
went to rural and high-cost carriers, and these funds are
generally designed to all ow conpanies to recover the portion
of their costs that they can't recover through end user

charges or access charges.

W have a variety of ongoing proceedings. | can
di scuss themin any anount of detail in Qand A but to keep
on our time line in good auctioneer tradition, | wll cede

over to ny friend David Furth fromthe Wreline
Tel econmruni cati ons Bureau, who will describe sone of the
work we do on the wirel ess side.

MR. FURTH. Thank you, and thank you for inviting
me here today. M nane is David Furth. | am Associ ate

Bureau Chief of the Wrel ess Tel ecommuni cati ons Bureau at
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the FCC, and on behalf of the Wrel ess Bureau Chief, John
Mul eta, who couldn't be here today, | would just like to
talk for a very few m nutes about sone of the initiatives on
the rural wireless side that the Conm ssion is undertaking
to spur the deploynent of wireless technol ogies and services
to rural Anerica.

The Conm ssion has | ong recogni zed the potenti al
of wireless to bring tel ecommunications to rural businesses
and consumers. In areas where popul ation density is | ow and
comunities are spread over | arge geographic areas, wreless
technol ogi es often provide a nore efficient and nore cost-
effective platformfor extending comunication networks than
wireline technologies. Therefore, as part of its overal
responsi bility for managenent of spectrum the Conmm ssion
has placed a high priority on ensuring that our spectrum
policies pronote rural access to wireless and elimnate
regul atory barriers to that access where wireless is the
nost efficient and cost-effective option.

Il will talk very briefly about four ways in which
we have sought to pronote rural wireless service in the
Commi ssion's policies. First, in terns of our overal

spectrum policy, we have sought to enhance opportunities for
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rural service by putting nore spectrumin the marketpl ace
under flexible rules that pronote conpetition.

The past decade, as we have |licensed both cellul ar
and PCS and ot her new services, has seen unprecedented
growh in the availability of conpetitive wreless services,
and we have seen this spur wrel ess deploynent in rural
areas as well as in urban areas. Although nmuch of that
depl oynent began in urban areas, we have started to see
dramatic inprovenents in the availability of wreless
services even in rural conmunities.

But we also still see gaps in that picture, rura
areas that are not well served or don't have as many
conpetitive alternatives as many urban markets do. And so
t he second aspect of the Commission's policies with respect
to rural spectrumis to focus on specific rural focused
spectrum policies that will bring advanced wirel ess
technol ogy and wirel ess conpetition to rural areas.

Thi s has included several things. One of the
initiatives is to nake certain spectrum bl ocks avail abl e on
an unlicensed basis, under our Part 15 rules, in ways that
are suitable for the depl oynent of broadband networks. For

exanpl e, the Comm ssion has designated unlicensed spectrum
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in the 2.4 gigahertz band and the 5.8 gigahertz band, and
this has allowed nany wirel ess internet service providers,
what we call WSPs, to gain imedi ate access to spectrumin
rural areas and to provide service to many rural broadband
users who are beyond the reach of wireline broadband

pl atforns such as cabl e nodens and DSL. And we are
continuing to | ook for nore spectrum bands that would be
suitable for this type of unlicensed use by rural W SPs.

We have al so sought to make significant portions
of our licensed spectrumavailable to rural service
providers, using snmall geographic licensing areas that are
tailored to the areas that those rural providers serve. For
exanpl e, the Comm ssion recently licensed 12 negahertz in
the 700 negahertz band on this snmall nmarket basis, and this
resulted in many |icenses being awarded to rural providers,
i ncluding a nunber of wireline rural tel ephone conpanies
that al so seek to provide services on a wrel ess basis.

The Conmi ssion has al so sought to nmake sure that
its technical rules accommpdate the sonetines distinctive
technical requirenents of building rural wreless networks.
One exanple in an order that the Comm ssion adopted this

sumer is to allow rural providers to operate at higher
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power so that their systenms can reach custonmers who are
typically nore widely dispersed than in urban areas.

Third, the Comm ssion has sought to provide direct
i ncentives to encourage rural wreless deploynent. A key
conponent of this effort, of course, is Universal Service,
whi ch Jeff has alluded to and I'mnot going to talk about in
nmy presentation. But our rules do nmake Uni versal Service
available to wireless as well as wreline services.

In addition, we have sought to use nechani snms such
as bidding credits in our auction programto reduce the cost
of spectrum access for small businesses, including many
rural businesses, and to pronote wireless build-out. W
have al so adopted a specific bidding credit that's targeted
to deploynment of wireless services in tribal areas.

Fourth and | ast, the Comm ssion has engaged in
extensive outreach to rural comunities to informthem about
our policies and prograns, and so that we can learn nore
about rural tel econmunications needs. W have conducted
numer ous wor kshops and foruns, both in Washington, D.C. and
around the country, to bring equi pnent vendors, service

providers, State and | ocal governnents, and other rural
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st akehol ders together to identify chall enges and sol ve rural
t el econmuni cati ons probl ens.

One thing | would |ike to highlight as part of
this effort is, the Comm ssion has been working closely with
the Rural Uilities Service of the Departnent of Agriculture
to link our rural policy initiatives with RUS grant and | oan
prograns that support broadband depl oynent. Last year, the
Wrel ess Bureau and RUS | aunched a joint outreach
initiative, | think the first of its kind with respect to
service to rural comunities.

The goals of this initiative are to encourage
greater access and depl oynent of wi reless services to
enhance econom ¢ devel opnent in rural Anerica; for both
agencies to work jointly with rural governments, businesses
and consuners to coordinate our rules and regul ations that
affect rural wireless services; and to develop a joint nodel
rural wreless broadband comrunity project.

And in fulfillment of that |ast objective, WB,
the Wrel ess Bureau, and RUS have recently | aunched what we
call Project Vision, which is a programin which rura
comunities that are seeking to deploy wrel ess technol ogy

can cone to us for technical assistance and consultation.
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Al t hough this programis not a funding program we are
hopeful that it will result in successful deploynents that
can serve as nodels for other rural communities.

This is necessarily, given the tine constraints, a
very brief overview of a |ot of conplex issues, but |I hope
it's helpful to the work of the Caucus. | am happy to
answer any questions that you may have, and | thank you for
your tine.

MR, GUTKNECHT: Thank you, David. W wll cone
back for a round of questions. W have been joined by John
Pet erson, the co-chair of the Rural Caucus, and Congressman
Steve, alias "Sky" King fromlowa has joined us as well.

Next we will go to M. Curtis Anderson. Curtis
Anderson is the Deputy Administrator of the Rural Uilities
Service at the U. S. Departnment of Agriculture.

MR. ANDERSON: Thank you, M. Chairman. Good
af t er noon.

M. Chairman and menbers of the Rural Caucus, of
t he Tel econmuni cati ons Task Force, thank you for including
USDA rural devel opnent tel ecommunications programin your
neeting today. As David Furth just nentioned, we are happy

to be partners not just with FCC but with NTIA wth the
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Appal achi an Regi onal Comm ssion, and nmany endeavors in the
area of telecomunications in rural America, and also with
our utility conm ssioners.

Your title, "Telecomunications Chall enges Facing
Rural Anerica in the 21st Century,"” is indeed appropriate.

It would be equally appropriate to your title, totitle this
subj ect "Qpportunities for Rural America in

Tel ecommuni cations in the 21st Century."” Today's high speed
technol ogy offers trenmendous opportunity.

The isolation of rural citizens provides an
opportunity for a different life style than we face in areas
| i ke Washington, D.C. That isolation has traditionally also
created barriers from hi gh-paying jobs, professional
opportunities, limtations to business for marketing and
supplies. It has nore often than not neant that schools did
not offer all of the educational opportunities we each want
for our children. It has also neant that quality health
care is not avail able.

As far back as 1934, Congress determ ned that the
quality of our comrunication systens depends on all of us.
USDA, starting in 1949, has provided financing for tel ephone

infrastructure in rural conmunities. Today, USDA s Rural
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Devel opnent Tel ecommuni cati ons Program still provides
fi nanci ng, through appropriations from Congress, for the
traditional tel ecomrunications infrastructure program

Even prior to passage of the Tel econmuni cations
Act of 1996, Congress enacted the Rural Electrification Loan
Restructuring Act of 1993, that required that facilities
financed by USDA be broadband capable. W have invested
alnost $3 billion in broadband capable infrastructure during
the last four years in rural Anerica.

W have seen aspects of the Tel ecommuni cations Act
of 1996 that are working very well. Many of the |arger
carriers sold off rural |ocal exchanges, and our borrowers
have purchased them Oten the existing equipnent is
obsol ete, and because of our requirenents that only the best
and nost nodern equi pnment be used, service to these rura
consuners has inproved when we have financed them through
t he USDA.

The | arger conpani es have the ability to
concentrate on the nore popul ated markets where the margin
of profit is higher and the market can support nultiple

service providers. This is the case where conpetition is
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wor ki ng and consuners benefit fromchoice. W believe that
was one of Congress's intentions in the 1996 Act.

In addition, Congress has added several new
prograns for USDA to adm nister. In the 1990 FarmBill,
Congress provided for a grant programfor funding end user
equi pnent for distance |earning and tel enedicine. W call
that DLT. That has becone one of the nobst popul ar prograns
we adm nister. It was recently reauthorized by the 2002
FarmBill.

DLT grants have represented sonme of the best in
public-private sector partnerships. Conmunities have found
I nnovati ve ways to i nprove educational opportunities and
medical care to rural citizens. Conpetition for these funds
has remai ned very intense. |In those early years we used to
struggle with $5 million to $7 mllion in funds. Today we
often receive $25 mllion in funding fromthe Congress.

In addition, in the 2003 Farm Bi Il Congress
provi ded a new program for fundi ng broadband service to
rural towns with popul ati ons of 20,000 or fewer in their
surroundi ng conmunities. Legislation directed USDA to give
priority to areas with no broadband service, but we were

allowed to fund viable applications in areas where there was
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anot her provider, creating consuner choice through
conpetition. President Bush continued this in his call for
the entire Nation to have affordable access to broadband
service by 2007, and that conpetition devel oped out of that
access.

USDA funding is inportant. Private sector funding
Is very limted for broadband depl oynent in rural areas,
because today it is not a given that everyone w |l subscribe
to broadband service just because it is available. You nust
continue to drive the demand. Over $1.5 billion in
applications have been received by USDA. W have funded
al nrost $600 million in applications. Many of these were
very different fromthe applications we had seen before.

These applications are often nmulti-commnity and
multi-State. They involve nultiple technol ogi es and serve
areas that are unserved, or underserved in areas with
br oadband service. Mking the financial business case in
these applications is sonetines a challenge for the
applicant, and as well as the lender, as | am sure you
under st and.

Let nme nention one other aspect regarding the

depl oynent of broadband in rural Anerica. Sone areas sinply
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cannot afford | oans. As such, each year for the past three
years Congress has given us grant funds to use for the

depl oynent of broadband. W have used these funds in a
program we call Community Connect. Regulations of this
programlimt it to areas that have no broadband servi ce,
that are economically chall enged, and that are the nost
rural and isolated of all communities.

In addition to connecting the conmunities
essential facilities such as fire, police, rescue, hospital,
| ocal governnent, and schools, and offering service to hones
and busi nesses, they nust provide a comunity center with at
| east 10 conputers that will be open to the public to use
and learn how to use the internet. W have had one grant
recipient tell us that this has been such a successful nodel
for devel opi ng a demand for broadband services, that they
have started using their own funds to do the sane thing in
simlar comunities.

As you can see, through the adm nistration's work
and Congress's support, USDA has a host of tools for
t el econmuni cations growh in rural communities. It stil
costs nore to deliver tel ecomunication services to rura

Anerica than it does in nore popul ated areas. W believe
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the strength of our comruni cations system and in fact our
country, depends on everyone bei ng connected, and we support
efforts that drive investnent in deploying advanced
tel econmuni cations infrastructure in rural America.

Thank you for having us here today.

MR, GUTKNECHT: Thank you, Curtis.

Next we're going to go to John Kneuer. He is the
Deputy Secretary, National Tel econmunications and
I nformati on Admi nistration, part of the U S. Departnent of
Commerce. John, thank you very much for com ng.

MR. KNEUER  Thank you, and thanks very nuch for
calling this hearing, this panel. The inportance of
t el econmuni cati ons policy, broadband access to rural
Anerica, is very nuch a focus of what we do at NTIA and in
the adm ni stration.

| think there is no place that is nore clearly
mani fest than in the aggressive goal that the President set
for all of us, that ny coll eague alluded to, of universa
and af fordabl e broadband access for all Anericans by 2007.
I nherent in that, explicit in that goal, is that we reach
all of rural America as well as the suburban areas and the

ur ban areas.
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We think that it is critical. The benefits of
broadband aren't limted to urban areas, and in fact they
can be magnified in rural communities by giving these
communi ties access to services and facilities and econonic
opportunity that they otherw se wouldn't have. The
Presi dent had conme to the Departnment of Commerce and he made
the point, folks like living in rural areas, and by the
function of that choice to live in a rural community, they
shouldn't be barred fromthe sort of services and access
that those of us in the cities may achi eve.

We talk an awful | ot about this throughout the
i ndustry, and different people at this table, about the need
for broadband, that we need to exercise it and make sure
that it gets depl oyed, but we sonetines |ose sight of what
are we trying to acconplish in doing this. There is an
anecdote that | would like to share. | see sone famliar
faces in the room They have probably heard ne tell this
story before, but it really sort of brings the whole issue
I nto sharper focus for ne, at any rate.

When we were planning on having the President cone
to the Departnment of Commerce to tal k about broadband issues

and the innovation econony, we went out and visited with
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sone fol ks who would be able to illustrate the benefits of
broadband to the President. W went out to Children's
Hospital to visit with their tel enedicine program and we
nmet with a doctor in a small room not a super sophisticated
facility. He had a pretty basic conputer set up, not super
fast high speed broadband. It was |ess than a negabyte.

But with that facility he was able to provide
di agnostics to a child in rural Maryland. He was performng
a cardi osonogram on a newborn infant whose heart was making
wei rd noises. The way the doctor was describing this, that
can be very, very bad. You know, it could be a critical
si tuation.

So he tal ked through a technician on the other end
of this broadband connection: "Gve ne this view of the
patient's heart. Gve ne that view Gve ne this." And he
got reassured that this child was in fact fine. He then
asked, he said, "Is the nother in the roon?" And when he
was told that she was, they were able to nove the canera
onto the nother, and he said, "Look, you' ve got nothing to
worry about. Your baby is fine. You can take your child
hone. You don't need a follow up appointnment. You don't

need anything. Everything is clear."
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Seeing the relief on her face was amazi ng, the
ability that he was able to provide his expertise and give
that relief to her. The alternative, w thout that
technol ogy, when a doctor in that rural comunity in
Maryl and was faced with a diagnosis that they coul dn't nake
on their own, that |evel of concern, they would send a
hel i copter from Children's Hospital, pick that child up and
bring it back to Washi ngton

So, | nean, aside fromthe econom c cost of tens
of thousands of dollars, of sending a helicopter to get that
child, saving the enotional costs on the fam |y and being
able to say, you know, "W can provide the sanme world cl ass
medi cal expertise that you receive in a facility like
Children's Hospital in Washington, D.C., it can be extended
to rural Maryland," those are the kinds of things, the kind
of benefits that we will bring to rural Anerica and ensure
that rural America enjoys when we achieve the President's
goal of universal and affordabl e broadband by 2007.

So that's why we want to do it. Let ne tell you a
little bit about what we have been doing to achieve that
goal. W have undertaken a set of fairly conprehensive

fiscal policies, regulatory policies, technology policies,
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to ensure that we have a conpetitive and fully depl oyed
br oadband system

On the fiscal side, we have increased the,
accel erated the depreciation of capital-intensive equi pnent
| i ke broadband, an inportant tax consequence for the conpany
that will be depl oyi ng broadband technol ogi es. Likew se, we
have supported the reinstatenent of the internet tax
noratori um and have urged for that to becone permanent. |
think the President has said if you want sonething to grow,
you don't tax it. The President's budget for '05 has the
| ar gest research and devel opnent budget in our Nation's
history, which is very critical for new technol ogies to cone
out .

Li kewi se, our regulatory policies that our
col | eagues at the Comm ssion have been pursuing, | think the
br oadband part of the Triennial Review Order is sonething
that doesn't really get the credit that it deserves for
clearing out the regulatory underbrush and really
I ncentivizing sone of these conpanies to begin their
br oadband rol | outs.

Li kewi se, the Federal Government is doing its own

part with regards to rights-of-way, and that is critical for
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rural communities. In the past a conpany that wanted to
depl oy broadband technol ogy or any sort of
t el ecommuni cati ons technol ogy across rural Anerica, often
they are com ng across Federal |ands they need to get
across, and often they nay need to get across Federal | ands
that are controlled by different agencies. It could be a
Departnent of Defense facility, the Forestry Service. Each
of those agencies may have had different processes for
granting rights-of-way. W have unified that and
standardi zed that process. That makes it much nore
stream ined for conpanies to get access to Federal rights-
of - way.

| think one of the nbst inportant things we are
doing, as well, is in regards to new technol ogies that are
potential conpetitors and provide nore econom c sol utions
for bringing broadband to rural communities. David talked a
| ot about the spectrum policies that the Comm ssion has been
undertaking in the wirel ess, encouragi ng wreless
technologies. That is sonmething that is very nmuch a focus
of what we do at NTIA

We have doubl ed the anpbunt of spectrumthat is

avai lable for WFi, the 5 gigahertz band. WFi offers
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enornous promise for rural Anerica. There is a town in
California, Cerritos, California, which is not terribly far
fromsone of the urban centers in California, but because of
t he geography they had essentially no cabl e broadband, and
they were too far froma central switch to get DSL to npst
of the community. The town granted access to all of the
street lanps intown to a WFi carrier, a WSP, as David
referred to them They were able to put WFi antennas,
smal | antennas, on each of these street lights and they have
lit up this entire towmn. It's 25,000 people. | don't have
the data point in front of ne.

It is those sorts of nodels that can be repeated

over and over again. | think the wireless solutions and our
spectrum policies are going to be critical. As part of
that, I will quickly nmention the President initiated his

spectrum policies for the 21st century, which encourages, it
is trying to institutionalize processes into our spectrum
managenent proceedi ngs, that we can repeat the kind of
experi ences and the successes that we have had with WFi and
maki ng addi tional unlicensed spectrum avail abl e.

Il will give quick nmention, also, to broadband over

power lines. This is a technology that offers trenendous
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prom se for rural communities. It allows us to |everage the
existing electrical grid, the existing electric
I nfrastructure that already does reach the vast nmgjority of
Anerica, including rural communities, turn those facilities
into broadband facilities as well.

There are technical challenges related to the
depl oynent of BPL, with regards to interference from other
radio systens, | don't think we need to go into in great
detail. But we worked at NTIA with the industry, with the
FCC, to put together a firmtechnical footing for the roll-
out of BPL. | think BPL is a technology that is going to be
com ng very quickly as well.

The sumtotal of all of these policies and our
objective is to create the nbost conpetitive broadband
mar ket pl ace in the world. | think that the rural comunity
Is one that is an attractive market when there are nultiple
technol ogi es that can provide that service.

So | look forward to working with the Caucus,
working with the FCC and ot her col |l eagues around the table,
and |'msure many of the stakeholders who are in this room

I think, working together, that we will neet the President's
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goal of universal and affordabl e broadband by 2007. And I
t hank you again for calling this neeting.

MR, GUTKNECHT: Well, thank you, John. | want to
note that we have been joined by Representative Davis and ny
co-chair, Representative Bart Stupak from M chigan, so we
want to wel cone you. As | nentioned in the beginning, there
are a lot of other neetings going on, so Menbers are goi ng
to be sort of filtering in and out.

Next we will go to M. Tony C ark, who has al ready
been introduced, president of the North Dakota Public
Servi ce Conmmi ssion and the National Association of
Regul atory Utility Conmm ssioners.

MR. CLARK: Thank you, M. Chairman, and thanks to
the nenbers of the conmittee. It is ny pleasure to
represent today the National Association of Regul atory
Uility Conm ssioners, which represents the 50 State utility
commi ssi ons throughout the country. A special thank-you to
Congressman Poneroy for the kind introduction.

As Congressnan Poneroy indicated, both he and I,
and | amsure all the nmenbers of this commttee, take this

i ssue of rural tel ecommunications depl oynent very, very
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seriously, because it is inportant to your districts and to
States |ike m ne.

It occurs to ne that in days gone by it was
typi cal ly geographi c vagari es which woul d determ ne where
econon ¢ devel opnent woul d take place and commerce woul d
take hold and towns would grow up and things |ike that;
things like if two rivers net at a critical intersection, or
where the railroad crossed the river or things like that.

But today nore and nore we know that it is access
to the informati on superhighway that is going to determ ne
where that type of quality of life can take place, and in
rural Anerica that's why we do take it so seriously. And so
| thank you for convening this forum Today | wl|
hi ghl i ght a nunber of issues that will figure prom nently
over the next year or so in the tel ecom agenda as they
relate to rural telecom services.

O course, first and forenost is universal
service, which is a |l ong-standing cornerstone of State and
Federal telecomunications policy, designed to ensure that
consuners in rural and high-cost areas have access to a
simlar spectrum of tel ecommunications services as in urban

areas and, inportantly, at reasonably conparable rates. It
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al so ensures basic service access for | owincone consuners,
i nternet connections for schools and libraries, and supports
rural health care initiatives.

Since 1996, the costs of universal service have
shifted to explicit State and Federal Universal Service
prograns, and in many areas inplicit subsidies do stil
exi st, but conpetitive markets and new technol ogi es are
upsetting the stability of these ol der support regines.

The current support nechani sns for universal
service are beconm ng poorly matched with the evol ving
t el ecommuni cations market. Because so nmuch of them are
dependent on m nutes of |ong distance use for support of the
Uni versal Service program as those m nutes of use decline
and users mgrate to newer, energing telecomrunications
services that are outside the current regulatory construct,
t he grow ng burden of maintaining universal service is
falling on a shrinking base of custoners, which pushes
uni versal service ever closer to a tipping point on
sustainability.

The chal | enge for policymakers that are working to
preserve universal service in a nodern digita

comuni cations world is to design a support systemthat is
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nore consi stent, reliable, and sustainable. One issue which
has recently enmerged is with regard to the Anti-Deficiency
Act and Universal Service, and it is one that | amsure
Menbers will want to keep tabs on.

In the near term NARUC has urged Congress to help
preserve the Federal Universal Service program by exenpting
It fromthe Anti-Deficiency Act and the M scel | aneous
Recei pts Act. This is because the FCC recently directed the
Uni versal Service Adm nistration Conpany or USAC, which
admi ni sters universal service funds, to change its
accounti ng net hodol ogy for the Universal Service Fund to the
sanme net hodol ogy the Federal Governnent uses. Wile USAC
has adequate funds to pay all its bills, these accounting
st andards have created a tenporary cash fl ow probl emthat
has del ayed the rel ease of new commtnents to schools and
libraries across the country, as well as the rural health
care program

Uni versal Service is, however, both a State and
Federal commtnent. About 24 States have inpl enented
prograns that fill in the gaps m ssed by the Federal fund.
These prograns collectively distribute nore than $1.9

billion annually. Unfortunately, State Universal Service
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Funds are al so in danger because Federal courts have
restricted them from assessi ng agai nst services that are
Interstate in nature, and the FCC has classified a grow ng
nunber of these services as interstate. Any conprehensive
reform of Universal Service nust include a viable neans for
the growi ng nunber of State prograns to be sustainable in a
mar ket 1 ncreasingly being dom nated by energi ng service.
Finally, intercarrier conpensation policies, which
M. Carlisle touched on, they determ ne how carriers
conpensat e one another for handling calls, and they al so
have a significant inpact on rural phone rates and the
ability for rural phone depl oynent, because rural carriers
especially rely disproportionately on interstate and
intrastate access charges as a part of their revenue base.
There are really only three sources of revenue for
tel econmuni cations carriers: end user rates, access
charges, and the Universal Service Fund. The current
i ntercarrier conpensation system was devel oped on a
pi eceneal basis over nmany years, and now has different rates
for termnating calls based on a nunber of factors. These
differentials have led to increasing market distortions that

are threatening this rural revenue source as well, and any
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meani ngful reform of rural phone service will have to
address intercarrier conpensation.

M. Chairman, this concludes ny testinony. Again
t hank you for this opportunity. NARUC and the State
Comm ssioners | ook forward to working with you and engagi ng
wi th you over the com ng nonths as we address these critical
I ssues in rural America.

MR, GUTKNECHT: Thank you, Tony.

Finally on this panel we have M. Harry Roesch
Harry is the tel ecommuni cations advisor to the Appal achi an
Regi onal Conm ssion. Welcone, and thank you.

MR. ROESCH: Thank you very nuch for inviting the
Appal achi an Regi onal Conmm ssion to participate in this
activity.

In the request from Congressman Peterson--it's
nice to see you agai n--you had asked ne to specifically
address certain issues of the Appal achian program Many of
the points that have been brought out by the other gentlenen
around the table here, and sonme of which | have had | ong
wor king rel ationships with, are covering a |lot of the
i ssues, so | have been editing ny coments down so that |

don't repeat what they have said.
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But | would like to say and give you a little
perspective of "the little engine that could,"” the
Appal achi an Regi onal Conm ssion. W started out in this
t el ecom busi ness back in 1972 by putting a fixed, in-orbit
satellite which was jointly with NASA and the country of
India, to provide educational opportunities for the region.

That program devel oped into the ACS Network, which
was t he Appal achian Community Satellite Network, which was
eventually sold and it is what you see today on your cable
network which is the Learning Channel. It was put there for
t he purposes of inproving the quality of education.

Bet ween the period of the 1970s through the 1990s,
we did a lot of terrestrial work with mcrowave towers. W
did a lot of downlinking with the satellite equipnent. And
we al so got involved in building up sone of the nascent
educational networks that started to cone up throughout the
Appal achi an regi on, and one of our early partners was the
Tennessee Vall ey Authority.

W set up a very large initial telenedicine
program cal | ed the Mount ai neer Doctor Programin West
Virginia, and it was a very successful program and | think

it was the beginning of the changeover of the Conm ssion's
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prograns to really | ook at a broader perspective of what has
been undert aken.

Bet ween 1991 and our current |ast fiscal year
endi ng of 2004, we took on a policy position that the
Comm ssi on woul d not fund projects unless there was a
mul tiple sector beneficiary. Not tiers of the sanme sector,
but the concept was that we would deal with the benefit to
t he education community, the health sector, the governnent
sector, or the business sector. To this date we have not
had a system go down, because what it built in was
partnership within a community as well as sustainability.

We have provided untold mllions of dollars over
the last 10 years for two key elenents: strategic
t el econmuni cati ons planning at the local level, at the State
| evel ; and at the sane tinme we have worked on hel ping
comunities figure out how to aggregate their demand, so
they can go to the tel ephone conpany or the cabl e conpany or
the wirel ess service provider or the ISP and say, "This is
our market. These are ny partners. This is what we need.
What can you do?" It gives themthe bargaining position.

What we have funded over the past 30 years, and |

will just tell it to you in a nutshell, is e-learning or e-
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education, telenedicine, e-governnent, and e-commerce. That
is it in a nutshell, in one sense, without getting into
depth of program But let ne talk to you specifically about
what we are doing in a very current context since 2001

At that tinme we had recogni zed, after having an
initiative in teleconmunications in 1996 through 1999, that
this was a huge new area pushed by all of our Governors and
a maj or concern throughout the region. As such, we
commi ssi oned and undertook a really insightful | ook at what
we had done in the past, what we needed to do, and we forned
a task force and devel oped what we referred to as the
I nformati on Age Appal achia Program It was formally adopted
i n Novenber of 2001.

There were four pillars. The primary aspect
behind all of this was, of course, the access to affordable
br oadband, and to nake sure that Appal achia had an access
on-ranp to the information hi ghway.

The four pillars were to expand access through
infrastructure, whatever needed to be done; deal wth
education, training, wrk force devel opnent and readi ness;
deal with e-commerce activities, wth business-to-business,

busi ness-t o-governnent, or business-to-education, so that
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internally within a region, the people within the business
comunity and all the other sectors could work together.
And our |ast effort was to basically | ook at how we could
i nprove tech sector enploynent within the Appal achi an
region, to nake sure that we had that type of service
capability.

If you |l ook on the ARC s web site at ww. arc. gov,
you will find that as a part of the Information Age
Appal achia Program we undertook a major assessnent of what
was available in actual infrastructure in place. The report
is called "Links to the Future.” It has been updated with a
revi sion of last June.

And the report was very interesting, in that it
showed maj or changes between 2000, when the data was
basically collected, the information canme fromthe FCC. W
went back and revisited again, and we noticed the changes.
But we do know, as all of the coments have been nade here,
that there are services avail able, but are they affordabl e?
Are they universally available? O are there issues that
are really not able to be addressed w thout sonme sort of

out si de subsi dy?
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W have held 17 wor kshops throughout the
Appal achian region in order to hel p peopl e understand what
you do to bring broadband into their area. W are funding
wi rel ess denonstration projects in seven sites around the
region. W have got an agreenent with the Carnegie Ml | on
University to work on hel pi ng broadband into West Virginia
and Pennsyl vani a.

We have devel oped a partnership with the FCC, and
working closely with the Rural Utilities Service and NTIA,
the Rural Tel ecommuni cations Congress and ot her
organi zations, to figure out how we work at the greater
| evel . And we have been involved with hel ping to bring our
comments from our agency's perspective to |egislation,

i ncluding the recent revision issues on a position for

rul emaki ng, and we have provided these cooments to the FCC
on the Universal Service Programas it related to the health
care program

W have funded a trenendous anount of tel enedicine
projects. It has been tal ked about a nunber of tinmes here
today, and this is becomng a very increasing and well -

adapted programw t hin our region.
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In wapping up our discussion here, we have 73
pl anning districts around our region. They are the shock
troops in the area to provide direct technical assistance.
These are organi zations that have had to step up to the
pl ate, they have had to | earn what tel ecommunication is.
Sone of them have becone | SPs. Sone of them have becomne
i nvol ved with all kinds of direct technical assistance. And
they are the ones who are really helping the region to
breach this gap that exists within access to an affordable
t el econmuni cati ons servi ce.

Again, | want to thank you for inviting us.
will be glad to answer any questions that you may have.
Thank you.

MR, GUTKNECHT: Thank you, John. W are going to
have a round of questions. W don't have a tinmer here, but
| would ask Menbers to try and limt their questions and
answers to about five mnutes, because we do have anot her
panel, and we promi sed we would try to clear the room by
about 4 o' cl ock.

Let me start. Harry, you nentioned that one of
your goals was to nmake certain that people in the

Appal achi an regi on had access to the internet highway. Just
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out of curiosity, what percentage of people currently have
that access today? Do you know?

MR, RCESCH Well, there's all kinds of reports
that conme out fromthe FCC and so on. | think what we have
seen is that when we are | ooking at the access to where
there is multiple service providers, we are still sitting at
sonething |ike around 59 percent have access sonehow, sone
way, high speed internet access. The country is operating
at a figure nuch higher than that. It is some figure,
believe, in the 85 percent figure that has access.

So we are still way behind, and it is an issue
that we deal with,. And the gentleman at the end was
tal king about the public utility comm ssions trying to
figure out ways to incentivize the existing service
providers who are really rural to provide the service.

MR, GUTKNECHT: Let ne go to Tony for the next
guestion, then. Sort of in answer to his comment, what can
the public utilities conm ssioners and what can we at the
Federal level do to increase that |evel of access?

MR. CLARK: That |evel of broadband access?

MR GUTKNECHT: Right.
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MR, CLARK: Well, fromthe standpoint of North
Dakota, | guess | will speak first, we have actually been
fairly fortunate I think in North Dakota, in that the rural
carriers that we have have done a very good job of deploying
broadband. And we probably have--you just tal ked about the
ability of consuners to get sone kind of broadband
--al nost uni versal coverage, and the reason for that is
satellite. W don't have in North Dakota quite the problens
with foliage and | eaves that they have in the Appal achi an
region, so just about anyone out on a farm if they have a
vi ew of the southern sky, can get broadband access of sone
kind. So we have been fortunate.

Where we are seeing an energing issue, | guess, is
in areas that are suburban, around towns that nay be served
by in our case Quest, the Bell conmpany. And one of the
things that | think could be helpful--and this is ne
speaki ng, not necessarily our association, because there's
different views across the country--is to reform how sone of
the Universal Service dollars are distributed anongst |arger
| LEX.

Congressman Stupak has a bill in that he has

sponsored whi ch woul d address sone of those concerns, to

M LLER REPORTI NG CO., I NC
735 8th STREET, S.E
WASHI NGTON, D.C.  20003- 2802
(202) 546- 6666



nore evenly spread those out anmong different areas of the
country. Right nowonly a very few States have access to
the Universal Service Funds for |arger |ILEX, putting aside
the high cost rural fund.

MR, GUTKNECHT: Well, | have to tell a story. |
was in the mddle of South Dakota over the weekend, hunting
pheasants, and we were what the uninformed woul d descri be as
in the mddle of nowhere, and all of a sudden one of ny
col | eagues that was with us, his cell phone went off, and I
was astoni shed at how clear the reception was. Now, it
wasn't clear everywhere, but at that particular |ocation the
cell phones worked just amazingly well.

| want to come back, though, on the issue of sone
of these new acronyns that didn't even exist a few years
ago, things like VOP, WSPs. Wat was the other one?

WFi. Al of those present specific challenges, though, to
rural tel ecomunications conpanies, to rural telephone
conpani es, because | think you nmentioned that as people
find ways around using their normal tel ephone conpani es, and
I f they | ose universal access funds, all of this nmakes sort
of a bad situation worse for the rural tel ephone conpani es,

doesn't it? Do you want to talk a little nore about that?
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MR. CLARK: You are exactly right, and it has to
do with--thank you for the question, Congressnman--with the
sustainability of these rural Universal Service Funds. The
basic problemis that as the current | aw has been witten
and interpreted by the courts, really it has fallen al nost
entirely on | ong distance revenues to support Universal
Service Funds. Mre and nore consuners are going to VAP,
are going to other emerging services, and so it happens that
| ong di stance m nutes of use are declining.

In addition, this sanme effect happens on
I ntercarrier conpensation, which is one of the other major
| egs of that stool that support rural telephones. And you
have different types of technol ogi es being sort of fees
assessed to themin different ways, and so it happens that
engi neers are very snmart people, and they will engi neer
their networks to have the | owest cost regul atory regine.

So what really needs to take place, and NARUC has
been very involved in this, and the FCC has been as well, is
a very intensive study, and nore than just study, action,
which will probably include potential action here in

Congress to change sonme of the ways the '96 Act works, to
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shore up these funds, to nake sure that these networks can
be support ed.

Because even in the case of, for exanple, VA P,
which is a very hot topic right now, those bits still flow
over some sort of network, and in rural areas it is a
network that will probably have to be supported with sone
ki nd of subsi dy.

MR, GUTKNECHT: Well, thank you. | don't want to
take any nore of ny tinme. |l'mgoing to turn to ny
counterpart, Bart Stupak, for a few questions, and then we
will sort of go in the order of folks, that they cane.
Bart ?

MR, STUPAK: Well, thank you, M. Chairman. Sorry
| was a little late. | was at one of those reorgani zation
neetings that we all nust attend.

| thank you gentlenen for appearing here today.
M. Anderson, | believe you testified that $600 mllion has
been awarded in | oans so far?

MR. ANDERSON: Al nost $600 million.

MR. STUPAK: Al npbst. How nany have been to
i ncunbent tel ephone conpani es or incunbent tel ephone conpany

affiliates?
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MR. ANDERSON: | don't have that nunber offhand,
sir. | could get that back to you.

MR, STUPAK: Would you say nore than hal f?

MR. ANDERSON: | really can't tell vyou,
Congressman. | would have to get back to you.

MR. STUPAK: What is the average tine to, once a
conpany applies or a conpany applies, until the tine they
are approved?

MR, ANDERSON: that has been reduci ng over the
years, over the year. oviously our first ones, we got the
regul ations in place before we put out anything, and then we
had to process it. It has been, up to now, about 18 nonths.
The first ones were about 18 nonths. Qur goal is to get it
down to three nonths, but--

MR. STUPAK: Are there sone changes in the | aw
that we need to nake? Because what we hear from fol ks when
they apply is that the application is burdensone, it's tine-
consunm ng, and they just find it overly burdening.

MR. ANDERSON. Well, at this point, Congressnan,
we are | ooking at the program W have just gone through
sone loans at this point. W are assessing it ourselves.

W think we can inprove it w thout changes at this point,
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whi ch doesn't nmean down the road we m ght not think about
what m ght inprove it.

It is burdensone party because we are | ooking for
financial viability, and you are talking rural areas. The
busi ness nodel is very different for each one of these.

Each application is unique. |It's not the sane type of
technol ogy. Sonetines they are nulti-State, sonetines they
are nulti-comunity. Sonme of themare single comunity. So
there isn't a cookie cutter approach that we can apply to
this.

MR, STUPAK: | don't disagree with that, but what
| and others wote the | aw back in 2002, we were trying to
put broadband depl oynent in rural areas where we found that
maybe i ncunmbent phone conpani es and even cable were a little
reluctant to go. So that is why we put the |oan programin
there, so sonme of these new start-ups could actually try to
make a run at it in the rural areas.

So |l will be real interested to hear your answers
on the incunbent phone conpanies and their affiliates as
opposed to new start-ups, because | believe nost of the
noney is going to the incunbents who sort of shied away from

the area to begin with. Shouldn't we really be putting it
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into those fol ks and those entrepreneurs who are willing to
go into the rural areas and provide a service?

MR CLARK: | think you will be surprised by the
nunbers, Congressman, but | do know we have a | ot of new
conpanies comng in, which is part of the challenge. W
have people comng in who don't have experience or
background in this area, but we have actually provided | oans
to many of these new carriers.

MR, STUPAK: Well, I wll be looking forward to
t hose answers to those question, because | would |like see
t hat .

What was the rationale behind the |Ioan to the
Houst on conpany that nade the papers here recently, $22
mllion?

MR. ANDERSON: ETS.

MR STUPAK: Right.

MR. ANDERSON: They qualified. They are in a

rural community as defined by the U S. Bureau of the Census.

MR. STUPAK: Is it a rural area or an underserved
area? | nmean, this is a place that has a freeway going
right by. In ny district we don't even have freeways.
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MR, ANDERSON: | understand, Congressman. It is
not as rural in people's mnds as maybe sone ot her areas
are, but according to the Act and the regul ations that we
wor k under, we serve comunities of 20,000 or less in the
br oadband program which is different from our
i nfrastructure program

And what we ook at is communities that are either
I ncor porated or unincorporated, as defined by the U. S.
Bureau of the Census. And this particular area, which is
defined by the U S. Bureau of the Census in the |atest
census as being qualifying, as being 20,000 or less in an
uni ncor porated area.

MR, STUPAK: Well, was it given to an underserved
area or a rural area, this subdivision?

MR. ANDERSON: At the tine | believe the
subdi vi sion was actually just being put in place. There
were many--there's parts of it which aren't even built up at
this point.

MR STUPAK: Well, in the articles we read, they
are ready to cut the ribbon for the freeway. That takes

nore than 12 nonths to do a freeway, usually, especially
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when you are com ng from downtown Houston, so | woul d think
that that woul d have been there for a while.

See, ny concernis, | want to nmake sure the rural
areas are getting it, not a brand new subdivi sion where the
hones are a million dollars apiece, and because they don't
have it right now, we can qualify it as rural because there
I's no provider there, but you are having hones |ike that.

I would think we would want to put the noney into
the rural areas, so we can receive the phone when we are
pheasant hunting, whatever, or deer hunting up in northern
M chi gan, as opposed to a subdivision outside a najor city.
That may be underserved, but it certainly is not a rural
area by any stretch of the inmagination.

MR, ANDERSON: | understand your comment,
Congressman. The funds are available. W still have
significant funds avail able, and we have applications in
hand that are pending. W have funds to cover those
applications, so at this point it is not as though there is
any rural area that has applied that has been affected by
this.

It once again goes back to the point, under the

statute that is provided to us, it qualifies, because we go
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wi th the Departnent of Census definition of a conmmunity of
20, 000 or under in an unincorporated area. W don't have a
basis to deny eligibility.

MR STUPAK: Not on economcs? |If the hones are
going for half a mllionto a mllion dollars, wouldn't that
be not a rural area that we're trying to--

MR. ANDERSON: Not under the statute that we are
wor ki ng under, Congressman.

MR. STUPAK: Real | y?

MR. ANDERSON: It doesn't define it by incone
group.

MR, STUPAK: Well, | will be interested in taking
a closer ook at that one, because you denied the one from
Grand Rapids to Sault Ste. Marie to Marquette, for all of
our hospitals, for tel enedicine and everything el se, because
it ran through Traverse City, which is a town of about
30, 000 but the honmes are too expensive in that area.
Therefore, they did not qualify. So | will be real
interested in hearing the rationale on that nore.

M. Chairman, with that, I will yield back ny
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MR, GUTKNECHT: The gentlenman from Nebraska, M.
Csbor ne.

MR. OSBORNE: Thank you, M. Chairman, and thank
you gentlenen for being here today. | guess this would be
addressed to those fromthe FCC

It is ny understanding that the Federal -State
Joi nt Board has reconmended that only one |ine per consuner,
the primary line, should have Universal Service funding. Do
you feel with this |oss of revenue, the snal
t el econmuni cation providers will remain financially viable
in the future with that limtation?

MR. CARLI SLE: W have that recommended deci sion
fromthe Joint Board under consideration. Under the
statute, we are required to issue an order within a year of
receiving it, and | believe the year is going to be up at
the end of February of 2005, so we currently have that under
consi derati on.

My understanding is, the Joint Board nmade its
recommendation on the basis that Universal Service is
I ntended to support a basic |evel of service into the hone;
that primary line was a reasonable limtation, to inplenent

that limtation on the funding; that further lines into the
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honme, funding of that would probably expand the size of the
fund and the need for subsidy beyond what was reasonabl e
under the statute.

There is another side of it, which you nentioned
i n your question, that at the end of the day it is the
carriers who are receiving the funding who have to support
their cost structure in order to be able to provide even a
primary line, nmuch | ess any other services, so having this
kind of restriction is arbitrary.

So we have got both of those argunents under
consideration. W are not obligated to follow the
reconmended deci sion of the Joint Board, and the Comm ssion
will make its decision in February.

MR. OSBORNE: You have no indication right now as
to which way that's going to go?

MR, CARLISLE: | couldn't tell you. | haven't
been briefed by ny own staff on the actual pros and cons of
goi ng one way or the other, and I would be happy to follow
up with your staff in nore detail

MR OSBORNE: We would like to do that, because
obvi ously we are very concerned about rural areas.

MR. CARLI SLE: Absol utely.
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MR. OSBORNE: And as you know, nost househol ds
have nore than one line anynore, at least quite frequently.

This question will be directed primarily to the
USDA, whoever wants to field that. | guess you have
primarily one representative here.

But it's ny understanding that the broadband | oan
program was designed prinmarily to underwite efforts to
bring broadband to areas that currently have very little or
no service, and yet sone have clai ned that the Rural
Uni versal Service has granted a nunber of |oans to conpanies
that will in fact be the second or third broadband provider
in a comunity. Wy haven't nore | oans been given to
conpani es that plan to bring broadband to areas that don't
have it at all today? So why would they be using these
second or third providers?

MR. ANDERSON: Thank you, Congressman. Under the
statute, priority is given to unserved and underserved
areas. However, the statute specifically provides for
conpetition, for us funding conpetition. It was actually
first for us in our progranms. The Tel ephone Infrastructure

Program doesn't really provide for conpetition.
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W have | ooked at the applications that have cone
in. W have received a total of 120 applications. Thirty-
five have been approved, 59 have been returned, and 26 are
pendi ng, that we are looking at. This year we had sone
noney that we felt we had to get, to obligate, and we have
obl i gated that noney based upon the quality of the
applications that have cone in.

As | mentioned to Congressman Stupak, as
applications conme in, there are sone uni que ones, different
types of technol ogies, different types of service areas, and
therefore we are | ooking at them and doing the best job that
we can at this point to serve those areas. But we are
| ooking at the statute, and our priority is for unserved and
underserved areas, but it specifically provides that the
next step is conpetition for existing areas.

MR. OSBORNE: One |ast question that m ght again
be USDA-oriented. Are you concerned that the threat of
gover nment - managed conpetitors will provide a disincentive
for private conpanies to invest in rural parts of the
country?

MR. ANDERSON: Well, as we | ook at our |oan

applications, obviously we are | ooking at financial
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viability of those | oan applications. That is based upon
mar ket studi es done at that time. As you know, in any
conpetitive environnent, things change. As we look at it,
our concern is, we want to invest in rural America. Anyone
who has a reasonable application that is financially viable,
we would like to get it out there.

| think when you talk conpetition, you always run
that risk, that sone conpanies will fail and some conpanies
will not. W hope that, we would like to see that all of
ours don't fail, but we would like to see that all of rural
America gets service. That is our primary objective.

MR. OSBORNE: | have no further questions. |
woul d just |like to address a coment to all of you
gentlenmen, and that is that we find that e-conmerce and e-
rates and di stance |earning, and also rural health services,
t el econmuni cati ons services are critical. The further you
get out West where there just aren't very many people, the
nore critical they becone.

| know that the profit centers tend to be in the
cities, in the urban areas, and one thing that we have
noticed is that small |ocal tel econs are about the only ones

that are willing to serve so many rural areas. So
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sonetinmes, if we don't keep these small rural
t el econmuni cati ons conpani es alive and viable, there is no
servi ce.

So we think that is critical, because we talk al
the tine about rural econom c devel opnent and trying to
reverse the out-mgration of the popul ati on of young peopl e,
and about the only way that is going to happen is by
investing in rural telecomunications. So it can't all be
profit-driven, you know. W have to in sone way prine the
punp, and | guess believe in free enterprise as nuch as
anybody, but if we don't continue to serve these small
comunities, we are just going to see a further
deterioration of what we are experiencing right now.

The particular district that | serve has 68
counties, and 56 of the 68 are out-mgration counties, where
we have | ost 10 percent of the nore of the population in the
| ast 20 years. And about the only thing that is going to
stemthat, as | see it, is inproved tel ecommunications. So
we appreciate your hel p and appreci ate your consideration.

Wth that, | yield back

MR, GUTKNECHT: Thank you, Tom Next I'mgoing to

go to John Peterson, and then we'll go over to Lincoln and
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Al'len. The voice of rural Pennsylvania, Congressman John
Pet er son.

MR. PETERSON. Thank you very nuch. | apol ogi ze
for being alittle bit late. [1'll do a disclainmer here. |
was told this norning, after a procedure where | was under
anesthesia, that | would be legally drunk the rest of the
day, so if | don't make nuch sense, it's not ny normal node,
| hope, because |I'mnot normally a drinker.

But anyway, | want to conplinment Representative
Gut knecht and Representative Stupak for their |eadership
here. | nean, this is tinely, and we are not waiting until
the 109th Congress but this is work for the 109th Congress,
and | want to thank you both for being willing to take this
issue. | felt, all of us felt so good about it when you
both agreed to do this, because you have shown | eadership in
the past, so we are going to be there to help in every way
we can.

| want to thank the panel today, because we have
had sone very good testinony. | want to follow up on
Representative Stupak's and Congressman Gsborne's di scussion
with rural developnent. And | don't want this to be

personal, but | have a working group at the State, in ny
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district. It's alnbst a State. | have 17 counties in
Pennsyl vania. And we have had a working group for the | ast
whil e, and we have the State | eadership involved in it, the
econom c, Departnment of Commerce and ot her people.

This is a comment fromthem about the | oan
program and | think we need to address it: "The
application process is onerous and expensive. Pre-
appl i cation engineering fees can exceed $100, 000, and the
application docunents are neasured in inches. The financial
requirenents in ternms of fixed assets preclude nost new
br oadband servi ce provider conpanies from qualifying.

USDR s Rural Utilities Service is the renaned Rural Electric
Adm ni stration"--and their criticismis that it is too risk
averse, and | understand that, and that this is nore of a
conpetitive nodel than we had in electricity, where we were
just trying to get a line out there.

| think what has confused us all is, there are so
many ways to get there. There's different ways to provide
br oadband service. And so the rural electrification node
needs to be streamined, | think, in making sure that every
potential type of delivery is | ooked at and potentially

funded if it is going to provide service to an area.
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But | would say this, having too nany years of
experience in governnment: W' re always too conplicated.
You know, governnment's nature is to be too conplicated.
think we really need to |look at streamining this process
and maki ng sure start-up conpani es have a shot at it, or if
we're really going to get out to all the rural areas of
Aneri ca.

Wul d you like to coment on that?

MR. ANDERSON: Thank you, Congressman, for your
corments. As | stated, we know that the program just got
started.

MR, PETERSON:. Yes.

MR. ANDERSON: We did have the pilot program W
| earned some fromthat. W have tried to streaniine the
process, and it has inproved. In fact, we have had sone
| oans approved in very short periods of tine. Qur general
goal was to try to do it in a three-nonth period, which
actually for the history of our programis a very short
period of tine.

MR, PETERSON:. Yes.

MR. ANDERSON: W have had actually sone | oans

approved in |l ess than that, based upon the fact that they
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canme in with good applications fromthe start. You have to
understand that as we work with these applicants, we have
been doi ng broadband workshops to help i nprove that process.

W have gone to--well, we went to Phil adel phia,
for exanple, Chicago, Philadel phia, Biloxi, M ssissippi
Portl and, Oregon, and Phoeni x, Arizona to do general
br oadband wor kshops, so we had |ots of people cone into
find out howto do the program howto fill out the
applications. W have al so done subsequent ones to that
initial round in Nashua, New Hanpshire and in St. Louis,

M ssouri, and we have nore com ng up. W have one pl anned
for Montana, for the northwestern States areas.

But this is our effort to help people fill out the
application. They are workshops not to generate interest
but to actually sit down and say, "This is howto fill out
the application.™

MR PETERSON: Can | react to that? The statenent
was interesting, you know, know ng Pennsylvania very well.
Phi | adel phia is a |long ways fromrural Pennsylvania. |
woul d I'i ke to suggest that if you went to State Col |l ege or
you went to WIlianmsport or you went to sone fairly decent

size rural comunity in rural--you know, rural Pennsylvani a
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has the | argest rural population of any State in the
country. A lot of people don't think, don't realize that.
We just have thousands of small towns. It's a State that is
very rural except for Philly and Pittsburgh. But

Phil adel phia is really as far as you can get fromthe rural
scene, and | would urge Federal agencies to try to find a
rural setting.

MR. ANDERSON: If | can follow up on that,

Congr essman- -

MR. PETERSON:.  Sure.

MR. ANDERSON:. --1 nean, we chose cities as being
easy places for a lot of people to cone in from many States.
We are now, however, in the process, with our general field
representatives, of going out and tal king in various rural
comunities, at the request of our State directors, who are
going out, who are setting up workshops. W wll do that as
we see that the demand is there. | know we have been in
southern Virginia, for exanple, which is also a rural area.
We are | ooking at Montana, which is, nost of Montana is a
rural area.

MR, PETERSON. Onh, absolutely.

M LLER REPORTI NG CO., I NC
735 8th STREET, S.E
WASHI NGTON, D.C.  20003- 2802
(202) 546- 6666



67

MR. ANDERSON: And we expect to do others, now
that we have gone through this first round. The first round
was to try to junp start the workshops, and it is our hope
that we can--you get as many people as you can in one
| ocation, and then you start working out.

MR, PETERSON: But representing the |argest rural
district in Pennsylvania, there are several like it, they
don't go to Philadel phia for much of anything. | would just
make that point, that you really need to get out in--because
you could get a rural area in Pennsylvania where you coul d
serve two or three States that are close to rura
popul ations, and I would urge you to do that.

MR. ANDERSON: We want to do that.

MR. PETERSON: Yes. W |ook forward to working

W th you.

| would just |like to ask Tony a question. | had
experience at the State. | was asked by the president pro
tem of the Senate a nunber of years ago to wite a bill that

I ncentivized the tel ephone conpanies to invest in
Pennsyl vani a, and we wote what was call ed Chapter 30, and

we did it with the tel ephone conpanies at the table. |1
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nmean, we did it with everybody at the table, and it was not
an easy task.

We actually gave them five or six services outside
the PUC control that they could beconme in the conpetitive
mar ket pl ace, and we had an ironclad prom se that they would
i nvest that noney in building, in wiring Pennsylvania. But
our PUC didn't enforce it, and 10 years has passed, and that
|l aw was | et |apse |last year. You know, | put in three years
of hard work, along with sonme other nenbers of the Senate
and House, but the PUC, our PUC just didn't enforce it.

And they took their profits, |I think in sone
cases, invested in other States and other countries. W had
the | aw very specific, where they had to invest equally at
the sane tinme in rural, urban, suburban. They had to first
prioritize industrial parks, hospitals, and educati onal
facilities, and they signed up for all that. | nean, they
agreed to all of that. It just didn't happen.

But again, it was our PUC who just didn't enforce
It and didn't make them keep their prom se, and then the | aw
| apsed and so forth. So | would be interested in any
t houghts you had. Are there States--and | am going to say

this. | was asked to do that because we had a PUC t hat was
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unwi Il ling to change their rules. Because sone State PUCs
were novi ng down the road and changi ng the rul es and
regul ati ons, on their own incentivizing the broadband

depl oynent, but ours was not, and so we were going to do it
| egi slatively. But those who didn't do it regulatorily,
didn't enforce what we did | egislatively, so we ended up
with little.

Are there States that have done a better job, that
we could look at to see what--because you do need a PUC t hat
i s nodern, too.

MR. ANDERSON. Right. Thank you, Congressnan, and
| certainly appreciate your frustration. As both a forner
State legislator and now an el ected State utility
conmmi ssi oner, | have been on both sides of that. | am not
famliar specifically with that exanple, but just a few sort
of general comments in that area.

It can be a difficult and frustrating thing
sormetimes on public utility comm ssions, in dealing with
conpani es that may serve a very large region. Now, it's
probably | ess of an issue in rural areas where, in certainly
ny State and probably in nost, rural areas are predom nantly

served by either co-ops or small independent tel ephone
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conpani es, where their only service area is within that
particul ar area, so any noney that they get that they need
to spend wll have to be spent in that district.

Where sonetines you run into trouble is |arger
conpani es that may cross a nunber of States, and what can
happen is, is you could get either the conpany or utility
conmmi ssions or legislators getting into a gane of trying to
get the nost noney for their little area. So you get things
i ke, you know, perhaps noney raised in North Dakot a,
there's a greater return on capital in perhaps Salt Lake
City or Denver or a whole lot of larger cities in the Quest
regi on, and you wonder, "Well, gosh, did these profits that
are spent here go to there?" And then we are sort of |ast
on the totempole to get taken care of.

The sanme thing can happen on the regul atory side,
where certain States will try to inpose nerger conditions
and penalties and things |ike that which you know cone out
of the entire conpany pot, and take noney fromone State and
shift to another. So it is alnobst a gane when you get into
that, sort of |ike econom c devel opnent, but you can't w n,

| nean, if you get too far down the cycle.
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The tack that we have tried to use in North
Dakota, and | think other conm ssions have used to sone
success, is really judging conditions market-by-market and
knowi ng that there is a tinme to step back gracefully from
regul ati on where market conditions warrant it, and that
encour ages i nvestnent. And we have had a good deal of
success. North Dakota is probably further down the line to
deregul ation than a | ot of States have been, and frankly it
has probably been a very good thing for consumers.

MR. PETERSON: Thank you very much

MR, GUTKNECHT: W will now turn to the gentl eman
from Tennessee and one of the vice-chairs of the Rural
Caucus, Congressnan Lincol n Davis.

MR. DAVIS: Thanks. | amgoing to nake nore of a
comment, perhaps followed with a question.

| represent rural Tennessee. When | say rural
Tennessee, it truly is, because when you | ook at the
residency of the district | represent, we are the fourth
| argest rural residency of the 435 Congressional Districts
in this country. Mre than 10,000 square mles. Sonme of
the counties | represent are between 500 and 700 square

m | es each, and the popul ati ons of those counties may be
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| ess than 10,000, and virtually all is represented by--and |
know t he Coach is saying, "Wll, so what? That's the
situation it is in Nebraska as well."

But all the counties, the residents are generally
served by a tel ephone cooperative. W have very few private
owned or stockhol der owned suppliers of service to the
people who live in ny district. As | neet wth our
t el ephone cooperatives, there is a trenmendous fear of | osing
revenue, which would nmean noving to their current custoners
a rmuch higher bill to be paid. And living 15 or 20 nmiles
away fromtown, where the only energency access you have is
911, and not being able to afford the bill, neans that it is
a life-threatening circunstance for nany.

| renenber as a kid watching "Route 66." Sone of
you are probably too young to renenber that, but that was a
maj or hi ghway that went fromup yonder to out West. W
built the interstates, and virtually every business al ong
Route 66 | ost their business, whether it is a hotel or
whether it is a restaurant or whatever it nmay be.

| mention that because | also see and feel the
fear fromour tel ephone cooperative board nenbers that

eventually this scenario nay apply to them However, one of
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the real challenges we have today in rural Anmerica is the

i nformati on superhi ghway. W have the bl ackt op super hi ghway
now t hat goes through our rural communities, nmany tines

rapi dly passing them by.

And fortunately, in sonme situations in rural
Anerica and in rural Tennessee and in rural 4th District, we
have been able to recruit industries that would be just-in-
ti me manufacturing, where 24 hours fromnow a supply part
will be provided for an assenbly plant, at a Saturn plant in
Spring H Il or a Nissan plant, or perhaps naybe a Mirray
| awn nmower plant in Lawenceburg, Tennessee, and we have
been able to conpete.

| live 12 and a half mles frommy county seat.
When | hook up to the internet, it takes ne sonetines a
mnute to get connected, and as | search, it takes
considerable tine to be able to find whatever |'m searching
for. Here it is just like that.

So | know that in rural areas where we live, it is
difficult to bring the rapid, quick internet service wthout
extrenme cost. Qur telephone carrier tells us, "It would be
extrenely expensive to run a line to your house, but we

will." And | said, "No, you won't. | can't allow you to do
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that.” It's not that inportant to nme personally. But if
there is a business in Jamestown that needs it, it's
I nportant; or Oneida, or Wartburg, or Sunbright.

So | guess what |'m asking, M. Anderson, as we
| ook at the dollars that we have available to us, we have
had two econonmic summits in our district, inviting mayors,
city and county mayors, inviting business folks, different
entities. And we have had the rural devel opnent agency as a
participant in that. W have had ARC as a participant in
that as well, and you have done a wonderful job.

But one of the things that we are mssing, |
think, is the information flow to perhaps our civic, our
comunity and our el ected | eaders, about sone of the | oans
or grants that you are tal king about. And | sense that our
smal | tel ephone cooperatives are not as well infornmed of
avai | abl e resources to them

And ny hope is that in the future there would be--
| think you said in Philadel phia there was a neeting. |If
you had a neeting in Nashville for our folks, it's a two-
hour drive away. So it has to be in the rural areas, and it
has to be coordinated with those tel ephone cooperatives.

And ny hope and ny request is that we don't allow the
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t el ephone cooperatives to have the sane experience as the
busi ness peopl e al ong Route 66 had, because rural Anerica is
too i nportant.

So I'm asking you, are you doing, are you
formul ating and putting together a policy that will reach
out, ARC as well as rural devel opnent agencies, reachi ng out
to our rural electric co-ops to informthem advise them
and to work collectively with themon being able to fund and
act to provide funding for the expansion?

MR. ANDERSON: Congressman, thank you for the
question. Obviously, as the USDA Rural Uilities Service,
we work with the National Rural Electric Cooperative
Associ ation, and we have many borrowers in our electric
program who are electric co-ops. W have attended every
regional neeting of the electric co-ops this year and | ast
year, the year before, and have tal ked--in fact, |ast year
focused on the broadband program bringing it out.

So we have been talking to the electric co-ops,
and | know t hey have been getting out the nessage. W also
have our own borrowers in the tel ephone infrastructure

program nany of whom are cooperative borrowers, many of
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whom nost of whomare snmall fam|y-owned or snmall business-
owned busi nesses.

W have been communicating with them through al
of our regular channels, and we have our rural borrowers,
our State directors tal king about the broadband program as
part of the "how to build a sustainable community.” W have
done the workshops that | have nentioned before as the junp
start.

And we have our general field representatives, as
we call them both in electric and tel ecomunications
prograns, our field accountants, about 98 of them who live
in rural America, out of their homes, who are out there to
work with these businesses, existing borrowers and potenti al
borrowers, to help them In fact, our tel ecomunications
general field representatives, one of their jobs is to go
out there and pronote the program and soneone who wants to
do an application, to work with them to actually sit down,
visit that applicant and work with themto fill it out.

Because we understand, as has been noted before,
this is a conplicated application. The technology is
conplicated. W have noted before that we are financing

DSL, cable. W are financing wireless, |licensed and
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unlicensed wireless. W are financing fiber optic cable in
rural communities. But one of the key conponents is finding
a provi der who knows, who can prove that they can do the
job, and a provider who can be financially viable, who has a
mar ket i ng and busi ness plan that is tenable.

And we have been doing that. W have been worKking
very hard to get that. |Is there nore we can do? There is
al ways nore that we can do, and we are continuing to | ook
for ways to reach out.

MR DAVIS: | yield back the rest of ny tine.

MR. ROESCH: May | make a comment here?

MR, GUTKNECHT: Yes, Harry.

MR. ROESCH: You know, the Appal achi an Conmmi ssi on
has done a | ot of work with strategic tel econmunications
pl anni ng and aggregation, to get people at the |ocal |evel
to understand what the issues are. One of the things that
we have carefully said to all of the people that start one
of these endeavors is that you nmust invite all types of
service providers, including the rural electric conpanies.

We know that, for instance, we have just funded a
project in Mssissippi in which the Tennessee Vall ey

Aut hority, which is a power generation conpany, they had a
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trenendous anmount of dark fiber, and it was di scovered.

That project ended up being called "Megapop" and the prinmary
pur pose for M ssissippi was to connect up that fiber optic
line on that TVA pole and bring it around so they get high
speed back to Menphis, down around through Birm ngham

Al abama.

W have seen around the G ncinnati area and in
north Kentucky, we have seen a lot of rural electrification
stepping up. We have seen sone of the public utility
districts in the State of Georgia, in Dalton and in
LaG ange, Ceorgia and el sewhere, where they are a nmultiple
service provider: water, sewer, electricity, and gas. They
have managed to work with their public utility comm ssion to
get themto be able to hang those tel econmuni cations
facilities on their water towers, on their lines, etcetera.
We certainly feel that they are going to be a major player
and can be. W have taken our steps to help themget into
this business, so it is sonething that we are | ooking at.

MR, GUTKNECHT: John Kneuer has anot her neeti ng,
and there may be others, and we are very appreciative of the

quality of this panel of people who are here. So if you do
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have to | eave, John, we will certainly allow you to be
excused.

Finally, Congressman Allen Boyd fromthe State of
Florida. Many people don't think of Florida as being
particularly rural, especially those of us who just go to
places |like Orlando or Mam . There are |arge chunks of
Florida which are quite rural. Representative Boyd.

MR. BOYD: Thank you, Representative Gutknecht and
Representative Stupak, for doing this. | apologize for
being late. W had regional caucus el ections, actually.

' msure that nmaybe sone of the others did, too. So |
apologize. | will be very brief. | want to ask one
gquestion. Is M. Carlisle here?

MR FURTH. He'll be back.

MR BOYD: He'll be back? Well, bad timng, very
bad ti m ng.

[ Laught er.]

MR. BOYD: Well, until he gets back, why don't we
ask the question of the other panelists, because |I was goi ng
to give all thema shot at conmenting on this.

M. Carlisle, welconme back. Thank you. Where's

t he FCC when you need t henf?
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MR CARLISLE: | won't say.

[ Laught er. ]

MR, BOYD: | was not here in Congress when the
tel ecom deregul ati on was done. | think it was three nenbers
of the Caucus that were here. Stupak, Gutknecht, and
Pet erson | guess were here. You were not? Ckay.

Anyway, | was in the State |egislature when we did

the sane kind of thing in Florida, and actually got

i nvol ved. | happened to be fortunate enough to be on the
comrittee that wote the bill that deregul ated Florida,
whi ch was sort of a precursor. That was in '"95. | guess

that '96 was when the dereg was done here, right?

The Universal Service Fund creation is what | want
to focus on. It seens to ne that that has been a wonderf ul
tool in enabling us to, in telecommunications deregul ation,
to ensure that all areas have adequate and quality tel ephone
service. Wy are we, why is the FCC reluctant or timd
about inplenmenting or using that tool in broadband services?
VWhat are the inpedinents? Talk to ne a little bit about
t hat .

That is really the only question | have. |f any

others want to junp in, feel free to.
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MR, CARLISLE: | think it is a very good question,
Congressman, and it goes really to the heart of a | ot of
what we are tal king about, with the really hard questions we
are dealing wwth with regard to Universal Service today.

There is always two sides of Universal Service.
There is the contribution side of it and there is the
distribution side of it. You have got to get the noney in,
and then you have got to put the noney out. On the
contribution side right now, it is the contribution factor,
the percentage that is added onto tel ephone bills for
Uni versal Service, that is collected and then distributed by
t he Universal Service Adm nistrative Corporation.

I f you expand the services that receive, the types
of services that receive the support, the noney has got to
cone from sonewhere, or you have to restructure how that
support is distributed. So if you get beyond essentially
primary tel ephone service for one or nore |lines, the nore
noney that is distributed, you have got to make it up
somewher e.

Now, this has been one of the criticisns of one
aspect of our inplenentation of the Act, which has been that

the Act has directed us to provide support for conpetitive
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provi ders of services or conpetitive eligible telecom
carriers, and we have designated certain CLEX and wirel ess
carriers as eligible to receive Universal Service funds
because they are providing service in these areas.

But again, that is an expansion of what you are
supporting, and you are not necessarily bringing any nore
noney in on the other side. On the contrary, because its
based on interstate and international revenues which--1|eave
aside VOP and wireless for the nonent--long distance is an
i ncredi bly conpetitive environnment, and rates on that
service are inevitably going to cone down.

So even w thout these amazing technol ogi cal
devel opnents, the base that you are collecting on is
shrinking. So you have either got to figure out a way to
get nore noney into the fund, if you want to fund broadband
and ot her services, or you have to conpletely redo how you
di stribute the noney.

MR. BOYD: Wuld it be a helpful tool in
I npl ement ati on of broadband services on a nati onw de basi s,
solving this problemwe' re tal ki ng about ?

MR. CARLI SLE: Absolutely. | would think so.
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MR. BOYD: And so it would be, | assune, sone sort
of trenmendous admi nistrative or |egislative nightnmare to
figure out how to do the funding? You would have to include
conpani es who were just doing broadband services, and not
necessaril y--

MR. CARLISLE: Well, actually on the contribution
side it's probably easier than on the distribution side. |
t hi nk, you know, we are going to be |ooking at contribution
nmet hodol ogy in the spring, and seeing if we can nove away
froma solely interstate revenue based nethod to sone ot her
met hod that still shares out the burden nore or |ess equally
but is able to bring noney into the fund on a nore
sust ai nabl e basi s.

So certainly you can |look at |egislative solutions
for contribution, but I would think the tougher nut to crack
Is actually how do you distribute it so it makes sense.

What are the services you are going to support? O do you
want to base it on supporting services? Do you want to base
It on supporting certain types of capacity, so you can
basically do a sliding scale from65 kilobits all the way up

to whatever sort of capacity you want to support in an area?
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O do you want to give it to end users as opposed to
conpani es?

There are many different ways you can go on this,
If you are going to do a legislative solution. R ght now,
the way we can structure it is limted by the way the
statute is witten.

MR. BOYD: Thank you, M. Chairman. Thank you,
M. Carlisle.

MR, GUTKNECHT: Thank you, M. Carlisle. | nust
say with that |ast answer you nmade our work even nore
conpl i cat ed.

[ Laught er.]

MR, GUTKNECHT: | had thought the problemwas just
rai sing the fund, and now, we now realize the problemis
al so spending it.

Listen, | want to thank this panel very nuch, on
behal f of all of my coll eagues, those who were here and
t hose who have staff around the roomthat have been taking
copious notes. | would ask that if there are additi onal
guestions for anyone specifically, and if we could wite you

t hose questions, if you would be so generous as to share
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answers with us about other issues that nay come up as we go
forward

But again, thank you very much for sone of you
comng fromsignificant distances to be wth us here today,
to share your expertise. Thank you very nuch

W will take two minutes here and we will bring in
the second panel, and we will hear fromsone real folks from
out in the country who really deal with some of these
probl enms. Again, thank you.

[ Recess. ]

MR, GUTKNECHT: Let nme ask you again to take your
seats so we can the second panel going, and especially
Menbers of Congress, if we could get you to kind of cone
back and take your seats so we can get started again.

As | say, the people who are testifying, and
Representative OGsborne corrected ne, the first panel were
people as well. Wat | should have said is people who deal
on the front lines of a lot of the problens are on our
second panel .

The first gentleman | amgoing to introduce is Rob
Hanmond. Now, Rob actually is wearing two hats today. Rob

is not only the mayor of Blue Earth, M nnesota, but he is
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the president and chief operating officer of BEVCOVM which
is the Blue Earth Valley tel ephone conpany, and one of the
nore progressive rural telephone conpanies that | have in ny
district.

And so | think Rob brings sone very interesting
perspectives, and | think--well, | won't speak for him but
| think the town that he is the mayor of is a great exanple
of sort of the little town that rolls up its sleeves and
gets things done. So we are delighted to have Mayor Rob
Hanmond from Blue Earth, M nnesota with us. Thank you.

MR. HAMVOND: Thank you, Congressnan, and thank
you, nenbers of the Rural Caucus. As was indicated, nmy name
i s Rob Hammond, and | am associ ated with BEVCOMM which is
five tel ephone conpani es conprising approxi mately 14, 000
access lines. Qur conpany has been in business over 100
years, and we are presently being nmanaged by the fourth
generation of the Eckles famly.

In addition to wireline services, we are a
provi der of 4,500 dial-up custoners and 2,800 DSL custoners.
| believe we were one of the first rural exchanges in the
State of Mnnesota to begin offering DSL, beginning in the

| ate 1990s. We al so have nunerous other wireline interests-
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-wireless interests and fiber optic facilities which we use
for transport and | easing.

Alittle bit about the city of Blue Earth. First
of all, just in case you are wondering, we have two stop-
and-go lights, and we are a little bit larger than the other
comunity you tal ked about. But we are the county seat in a
county of 1,500 people. The county has | ost approximately
10 percent of its population over the |last 10 years, and we
have in our county five independent tel ephone conpani es,
three of which are owned by our conpany and two ot her
I ndependent tel ephone conpanies that are fam | y-owned
conpani es.

Wth the chall enges that we have seen in the
convergence of wired, w reless and cabl e services, and our
experiences with the 1996 Act, there is little doubt that we
need to take a serious |ook at the Tel ecom Act, and | don't
envy Congress with the job that is in front of you. As we
| ook at the new | aw, pl ease appreciate the inportance of
smal |, i ndependent tel ephone conpani es.

As an exanple, in our conmmunity 75 people are
enpl oyed t hrough the tel ephone industry. W also have

approxi mately 20 peopl e that have been brought to our county

M LLER REPORTI NG CO., I NC
735 8th STREET, S.E
WASHI NGTON, D.C.  20003- 2802
(202) 546- 6666



in recent years, to new jobs, which may not sound like a
lot, but in a county losing its popul ation, 20 jobs has been
out standi ng. These have been young col |l ege ki ds who cane
fromour comunity, who instead of noving to other
comuni ti es, have cone back to be involved in internet and
conputer-rel ated services, telecomand a nunber of services
associated with that.

Probably as inportant is the fact that we have
enpl oyees that serve on our city council, hospital boards
and school boards, are firenen, are first responders, and
they are also active in their conmmunity. This is very
I mportant when you consider the fact that should our five
t el ephone conpani es be owned by one tel ephone conpany in
Fai rbault County, they would all be replaced by a deposit
box and call forwarding. It is a harsh fact to realize
this, but to a large extent in many ways we are sone of the
| ar gest enployers in our communities, and the conmunities
are beneficiaries of our involvenent.

W have heard a little bit of the discussion about
uni versal funding. Qur conpany serves about 750 square
mles, which | amsure conpared to sone of the conpanies in

Nebr aska and further west in southern Mnnesota, that is
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smal . Mst of our custoners are small farners, farm
operations, small towns of |ess than a thousand peopl e.

Uni versal Service Funds are real inportant for us to reach
many of those people, and w thout those funds, how and in
what manner we provi ded our services would be based on how
much nmoney we could get out of them as opposed to their
need, their benefit, and in many instances their way of
conmmuni cating with society.

We have heard some di scussion about primary lines.
| can't say enough to say that primary lines is not the
answer, at least in rural Mnnesota and the rural parts of
our country. W are supporting a network, not a series of
lines. These lines are a part of a network that, whenever
we | ook at funding, we go out and | ook at how nuch we can
spend to take care of the needs of these custoners and
provi de themw th | ow cost services.

| don't think it would be a stretch to say that
wi t hout service going to many of our custoners, wreless and
voi ce over internet would also suffer, because they woul dn't
be able to reach them W need to | ook at a service, a
uni versal service programthat | ooks again at the networks,

and | think it is safe to say that even the conpetitive

M LLER REPORTI NG CO., I NC
735 8th STREET, S.E
WASHI NGTON, D.C.  20003- 2802
(202) 546- 6666

89



90

exchange carriers that provide service in our areas would
al so say they would rather have it based upon the network
and not on the individual custoners.

We are al so facing sone other changes that have
cone about, and in this situation it may be unique to our
State. Those situations are a problemthat we know as
phantomtraffic. W don't know exactly what the situation
is or howit is occurring. W have got ideas. But we are
beginning to transport nore and nore traffic which we do not
have identity for. W don't know whether it cones from
I nternet providers, wreless providers, or other providers.

But | think in any legislation we |ook at at the
time, we need to | ook at the need of naking sure that those
who use the network pay for the network. This is a concern
that is maybe unique to Mnnesota and | owa, where we have
exchanges, but it has becone a serious problemthat we have
to face.

| can go on in a nunber of other areas that are
probably going to be covered by ot her speakers today. |
woul d also add that it is very inportant that we look at, in
addressing the future telecomlaw, that we |evel the playing

field in such a manner that tel ephone conpani es, whether
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they are wired or wireless, cable providers and internet
providers are basically subject to the same regul ati on.
think it isalittle bit difficult when a conpany such as
ours is unable to change rate plans, whereas a wreless
provi der can change rate plans and raise themto whatever

| evel they want, or |ower them whatever the case may be,

w t hout the process of going through the PUC in our case in
the State of M nnesota.

And, finally, while we have had di scussi ons about
the inmportance of USF and its need for rural M nnesota, |
would i ke to add that | think one of the things that is
mssing in rural States and we need nore of, and | consider
us very fortunate to have it in Mnnesota where we have
about 1,600 tel ephone conpanies, | think we need to bring
back nore and nore of the ownership of tel ephone conpanies
to the local I|evel.

The owner of our conpany has been in the business
for about 30 years. Every norning he goes for breakfast at
a local cafe. When DSL cane out, he was hit up about the
needs for DSL. When there's problens, he is hit up about

the needs for service. And a |lot of that was brought about
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because the community nore or less cornered himin a
situation where he had to address it.

| would | ove to have Charter Conmuni cations have
breakfast in Blue Earth, Mnnesota. |If for no other reason,
we coul d tal k about cable service, but nore inportantly,
they could help us provide maybe a little noney towards a
pool for a building. W have yet to neet anybody from
Charter. They live in Albert Lea and Rochester.

We are not afraid of conpetition. As an
i ndependent tel ephone conpany, we are nore than willing to
get involved in the battle for custoners. W have | ost
access lines, we have lost mnutes. W are changing to neet
t he demands of the industry, and we | ook forward to it. But
we would like to ook forward to it in an industry that is
| ess regul ated by both State and Federal |aws and
regul ati ons, and have an opportunity to neet our opponents
sonetinmes in a situation where we call it a level playing
field.

Thank you.

MR, GUTKNECHT: Thank you, Mayor Hanmmond.

Next | amgoing to yield to nmy col |l eague from

Pennsyl vania to introduce the next speaker.

M LLER REPORTI NG CO., I NC
735 8th STREET, S.E
WASHI NGTON, D.C.  20003- 2802
(202) 546- 6666

92



93

MR, PETERSON: Thank you very much. It is ny
pl easure to introduce G WIIliam Ruhl, the chairman and CEO
of D&E Communi cations in Ephrata, Pennsylvania. Now, that
is not in ny district but it reaches up and serves the edge
of nmy district, and it is a conpany that has been in
busi ness since 1911. He has 43 years of experience in the
field, and I am |l ooking forward to what he shares with us
t oday, because he not only is an active participant in
serving rural areas but he has been at it a long tine. So
we | ook forward to your testinony.

MR. RUHL: Thank you, Congressnman. Thank you, M.
Chairman. Let me thank the Congressional Rural Caucus and
t he Tel ecom Task Force for holding this hearing.
appreciate the opportunity to appear before you today and
di scuss the chall enges facing rural Anerica as Congress
begi ns considering |egislation needed to update our Nation's
telecomlaws and transition our industry froma governnent -
managed market to a nmarket-based conpetition.

As mentioned, | amw th D& Conmuni cations that is
headquartered in Ephrata, Pennsylvania. | amnot sure that
many of you have heard of Ephrata, Pennsylvania, and it is

typi cal of the kinds of towns that we serve. There is a map
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showi ng our territory attached to ny testinony. W have
three rural areas that we serve. You will see the names of
the major towns in each of those |locations: Ephrata,

Bi rdsboro, and Lew sburg.

So we truly do serve sone rural areas in
Pennsyl vania, and we are quite proud of it. Qur founder
back in 1911 founded the conpany because in fact what was
happeni ng, the | arger conpanies didn't provide service in
sone of those rural areas at that tine, and he finally
deci ded, he cane hone and told his wife, "I'mgoing to start
nmy own tel ephone conpany, and it's going to provi de good
t el ephone service."

And that has been our m ssion over the years, is
to provi de excellent tel ephone service in the nore rural
areas of Pennsylvania. W have been at it for 93 years. W
see it as quite a challenge, providing service in those
rural areas. Today D&E provides service in territories that
have at this point 141,000 access lines in 18 exchanges,
nost of which are |ess than 10,000 |ines.

These rural areas have historically provided very
advanced tel ecomuni cati ons services. Qur conpany was one

of the first to provide 100 percent digital switching with
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fiber optic self-healing rings, which are a way to provide
very reliable service. W are proud of the fact that we
provide DSL service, the digital subscriber |line service
that you have all heard about earlier here. They are
avai l able to 95 percent of the custoners in our RLEC
territories.

So, Congressman Peterson, we did follow through on
Chapter 30, and we are--actually | have ny vice president of
operations here, and he would attest to the fact that we
could get 1.5 negabyte service, as was prom sed, out to any
of our custoners within two weeks. Now, of course, we are
goi ng through that again, and they are saying the date is
2008. W have no problenms with that.

W believe, though, that eventually what we need
to do as a rural conpany is build fiber to the hone. W
feel that in order to provide advanced conmunications in the
future, fiber is going to be the way to do it. You have
seen sone of the announcenents by sone of the |arger
conpanies, that that is the direction they are going in.
And we do feel that that is necessary, but in order to do
so, our rural conpanies need to be financially able to do

t hat .
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| would Iike to point out, we tal ked about access
charges and so on, at this point 50 percent of our RLEC
revenue i s derived fromnetwrk access. The majority of
that revenue, they are access charges that are paid by other
carriers, and just 8 percent for our conpany cones fromthe
Uni versal Service Fund. This is part of the reason that we
have been able to provide advanced comruni cati on to our
custoners in small towns and nunicipalities.

D&E and ot her rural conpani es have put significant
i nvestnment into their networks, and we continue to maintain
and build nore nodern networks, |ike fiber optic networks,
in the rural areas. As smaller conpanies, our networks are
up-to-date, but we really need to be fairly conpensated for
t he use of those networks.

Rob nentioned that. Yes, it is a problemas we go
forward. You hear things |like the voice over |P conpani es,
they are canpaigning for the fact that they shouldn't have
to pay access charges and so on. Wll, we just can't have
viable networks in the rural areas if that is going to
occur.

W need continued investnent in our wireline

infrastructure, and this can be spurred by the elimnation
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of government - managed conpetition, which will allow us to
attract the capital needed for consuners and to provide a
rich choice of voice, video, and data services.

The wireless carriers and the cable TV conpanies
and the voice over IP and satellite conpanies are al
attracting capital because they |ack some of the regulatory
constraints, and they are our conpetition. W don't need to
have managed conpetition by governnent. They are able to
of fer service free of onerous regulatory requirenents, such
as the laws on what services we offer and what price we
of fer, as Rob had nenti oned.

Some conpetitors don't even provide E911 services
or the access by | aw enforcenent agencies, sonething called
CALEA, or in many cases they don't even contribute to the
Uni versal Service Fund. Like so nmany ot her aspects of our
current regulatory environnment for tel ecommunications, this
puts the traditional providers of universal service,
primarily those that have nade the investnment in wireline
services, at an unfair disadvantage in our conpetitive
mar ket pl ace.

W believe, as we nove ahead wi th nodernizing our

network to provide a wealth of broadband services, we need
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regulatory parity and freedomto conpete w th other
provi ders of tel ecommunication services.

Today, sone |arge tel ecom conpani es are pushing
fiber to the hone, as | nentioned, but you see that
primarily in the metropolitan and suburban areas. | think
this was nmentioned earlier. |s there a danger that rural
areas will be left behind?

Rural | ocal exchange carriers have for many years
provi ded universal, reliable, and affordable service to
their custoners. The tel econmunications services that they
provi de are the backbone for econom c devel opnent in those
regi ons, again as Rob nmentioned. |In addition, these small
t el econmuni cati ons conpani es are vi abl e nmenbers of the
comuni ty--some of them are even mayors--and through
generous financial support, significantly inprove the
quality of life in their conmunities. Qur conpany, for
i nstance, one of our forner presidents established a
charitabl e foundation that |ast year provided nore than $1.1
mllion to support social and educational needs of our
conmuni ties.

W believe that the present Tel ecom Act nust be

updated to reflect many changes that have taken place in the
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t el econmuni cati ons industry and the consuner market pl ace
over the | ast decade. W now know that the
t el econmuni cations world is nuch nore conplex. W | ook
forward to working with you on legislation that will pronote
advanced comuni cations to our rural constituency now and in
the future

Thank you very nuch.

MR, GUTKNECHT: Thank you, M. Ruhl. | wll yield
to my colleague from Nebraska for the next introduction

MR. OSBORNE: Thank you, M. Chairman. | would
like to at this tinme introduce Mck Jensen. Mck is the CEO
of Great Plains Communications, Blair, Nebraska; attended
the University of Nebraska, so he has got to be a good guy.
He m ght have played football, but he is before ny tine,
whi ch is al nost unbelievabl e.

[ Laughter.]

MR. OSBORNE: He is a past chairman of the
Nebr aska Tel ephone Association and a great many professional
organi zati ons, and we are just pleased that M ck woul d take
time to come out here and talk to us.

MR, GUTKNECHT: M. Jensen.
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MR, JENSEN: Thank you, Congressman. And Coach
| think I came to Lincoln the sane year you and Bob Devaney
cane, 1962. That is a long tine ago.

M. Chai rman and nmenbers of the Caucus, thank you
very much for this opportunity. | amnot quite as prepared
as | should be. | did bring maps, but not enough for
everybody. Now, if you think you have got rural stuff,
Coach Gsborne can tell you what rural really is, because
nost of our stuff is in his territory.

Great Plains Communications is a fourth generation
fam |ly-run conpany that provides teleconmunication services
to al nost 33,000 custoners across 13,250 square m |l es of
rural Nebraska. W use 1,400 mles of fiber optics and
12,500 m | es of copper, with an average density of |ess than
2.3 custoners per mle. Qur normal capital construction
budget is nearly $6 mllion a year. Rural providers like we
are serve 7 percent of the Nation's access |ines but cover
40 percent of the | and nass.

| appreciate the opportunity to participate in
these foruns and to shed Iight on key policy issues that
really matter to the future of tel econmunications in rural

Anerica. W are all aware of the inportance of high
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quality, reliable tel ecormunications to our custoners. It
is not only inportant to their personal lives, it is in fact
part of the economc viability and survival of rural areas.

As an exanpl e, Wausa, Nebraska, popul ation 636
peopl e, 30 new jobs created thanks in large part to G eat
Pl ai ns Conmuni cations infrastructure. Nebraska Depart nment
of Health and Human Services recently |located a call center
in that comunity.

In nearby Bl oonfield, Nebraska, population 1,126,
G eat Plains Tel ecommunications infrastructure was
instrumental in the decision by First National Bank of Oraha
to locate a credit card call center enploying 45 peopl e.

The creation of even one job in these comunities
i s equival ent to hundreds of new jobs in a major
nmetropolitan area. | amtold this call center in Bloonfield
i's equivalent to 12,000 jobs in Lincoln, Nebraska. And I
m ght add that for every applicant in either one of those
two call centers, for every job we had 30 applicants, and
many of them were coll ege educated, so they had driven a
|l ong way just for that job opportunity.

So the Iink between our business and the well -

bei ng of rural Nebraska is very apparent. What nmaybe isn't
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quite as apparent are the Federal and State policy drivers
t hat make investment in tel ecomunication services,
especially access to broadband and I P services, even
possi ble in such areas, nanely our Universal Service
prograns, including the State and Federal Universal Service
Funds, and sufficient cost recovery from ot her service
providers that use rural networks to serve their custoners.
Each of the prograns is the subject of nuch discussion here
i n Washington and in the States.

| want to share a couple of thoughts on these
subjects in ny brief prepared remarks, as universal service,
| P services, and conpensation between carriers are all very
interrelated. Custoners in rural Anerica want and need
br oadband access and | P services just as much as custoners
in the Nation's urban areas, and in fact the | aw requires
that they get them The question is, how do conpanies |ike
Great Pl ains Communi cations continue the progress we have
made? | think | have sone answers to these questions.

Nunmber one, all carriers, including IP service
provi ders that use other carriers' networks, nust pay for

that use. Especially in rural areas, nuch of the network

M LLER REPORTI NG CO., I NC
735 8th STREET, S.E
WASHI NGTON, D.C.  20003- 2802
(202) 546- 6666



103

that is in place today exists only to serve the voice and
data traffic of other conpanies.

Nunmber two, Universal Service prograns nust evol ve
to recognize the infrastructure needs of an IP world.
Today's Federal USF is entirely based upon services in the
circuit-switched world. Wile circuit-switched services
will continue to be inportant for years to conme, it is also
essential that Universal Service nust enconpass the costs of
an | P world.

Nunber three, finally, intercarrier conpensation
reforns nust be nmade to ensure that all services--1P,
circuit, wireless, wreline, interstate, and intrastate--are
on equal footing and payi ng conparable rates for their use
of rural networks. The FCC and the States have to work
cooperatively toward that end.

G eat Pl ains Comuni cations and nmany rura
conpani es are working hard on reasonabl e solutions to these
issues. It is critical that we get Congress to understand
what is at stake because, as the citizens in places such as
Wausa and Bl oonfield, Nebraska can tell you, universa
service and tel ecommuni cations infrastructure really do

matter.
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Thank you. | look forward to your questions, and
if I mght be pernmtted one advertisenent here, we recently
submtted a plan to the FCC for intercarrier conpensation
It can be found at arictel ecomcom and we woul d wel cone
your comments and criticisns and discussions of that plan.
Thank you very nmuch

MR, GUTKNECHT: Thank you, Mck. | will yield to
ny co-chair for the introduction of the next panelist.

MR STUPAK: Well, thank you. | would like to
i ntroduce M. Bill Roughton. Bill has nore than 20 years of
experience in the tel ecomunications industry. Mst of his
experience has cone as a nenber of a start-up teamrolling
out new services to the public. Beginning in 1993 when he
joined Bell Atlantic Mbile, he has hel ped to shape the
regul atory environnent for cellular radio service, personal
conmmuni cations services, and other radi o-based comuni cation
services. |In 2004 he joined Centennial Comunications, a
wi rel ess conpany serving parts of northern Mchigan, as its
vice president for legal and regulatory affairs.

M. Roughton, if you would, please?

MR, ROUGHTON: Thank you, M. Stupak, M.

Chai rman, nmenbers of the Caucus. | amdelighted to be here
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to discuss the issues related to service, tel econmunications
service, in rural areas.

Centenni al Conmuni cations is a | eading regional
wi rel ess and broadband tel ecomruni cati ons provider, and we
serve over a mllion customers in markets with a net
popul ati on of about 17.3 million people in the United States
and in the Caribbean.

In the United States we are a regional wreless
provider in small cities and rural areas in two geographic
clusters that cover about 6.1 mllion people. Qur M dwest
cluster includes parts of Indiana, M chigan--including the
counties of Arenac and losco in M. Stupak's district--and a
pi ece of Chio, and our Southeast cluster includes parts of
Loui si ana, M ssissippi, and Texas.

In Puerto Rico, our Caribbean-based service area,
whi ch al so includes the Dom nican Republic and U . S. Virgin
I sl ands, we are a facilities-based, fully integrated
comuni cations service provider offering both wireless and
br oadband services to businesses and residential custoners.

To serve our mainland markets, we have constructed
a high quality digital wireless network that brings the sane

quality of service and range of products to these rural
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areas that nmetropolitan area custoners enjoy today. For
exanpl e, we | aunched GSM GPRS service in our Mdwest cluster
I n Novenber 2003. GSM GPRS offers faster data services and
makes avail able nore attractive nmultifunctional handsets,
such as canera phones that you see on television. W also
recently conpleted a GSM GPRS service upgrade in the

Sout heast cluster and | aunched service there this nonth.

I n addi tion, our networks are positioned to bring
even nore cutting edge services to these rural narkets.
Wreless data is anong the fastest growi ng areas of the
nobi | e tel ecommuni cations i ndustry, and we have upgraded our
network to take advantage of this growh area and have begun
of fering a range of messaging services to our custoners,

i ncludi ng text nessagi ng, short messaging, multined a
nmessagi ng, and broadband services. In addition, our
custoners can currently access the internet directly from
their handsets, and we expect to offer our custoners the
ability to downl oad ganmes and ring tones.

O greater inportance is the fact that Centennial,
| i ke sone other rural wireless carriers, is effectively the
carrier of last resort in sonme areas. For exanple, in a

renote area of Loui siana, sone 80 honmes have never had
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t el ephone service at all. Sonetinme during the first quarter
of 2005, these 80 hones will have access to the nodern

t el ecommuni cations services that | have just outlined,

t hrough an extension of our wrel ess network.

The ability of rural wireless carriers |ike
Centennial to bring these services to rural areas hinges
upon their continued access to the Universal Service Fund.
Renote areas often | ack service sinply because it costs so
much to serve themthat a service provider cannot expect to
recover the investnment it would incur to serve that renote
area. Universal Service Funds neke it possible to do so.
And in the case of our coverage extension into Shaw,
Loui si ana, where those 80 hones are | ocated, that woul d not
have been possi ble w thout access to Universal Service
Funds.

From a broader perspective, restricting wreless
carriers' access to Universal Service Funds wi Il deny rural
custoners the ability that consuners in netropolitan areas
take for granted, and that is the ability to choose the
t el econmuni cati ons products and services best suited to

their needs. This access to conparabl e tel ecomruni cations
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services is guaranteed to consunmers by Section 254 of the
Conmruni cati ons Act.

Like the rest of the country, rural consunmers want
t he advantages that w rel ess comuni cati ons offer.
Nationally nore than 50 percent of the Anerican popul ation
has a wirel ess phone, and in 2003 wirel ess revenues exceeded
wireline revenues for the first tinme. |Increasing nunbers of
consuners have cut the cord or are using wreless phones as
their primary tel ecomunications nmedi um

Rural Anerica is part of that trend. A 2004 study
by the National Tel ephone Cooperative Associ ati on showed
that sonme 84 percent of rural teens use a wrel ess phone,
and that about 20 percent of themrarely use a | andline, and
some 14 percent anong them never use a | andline tel ephone.

In Wom ng, an AARP survey reveal ed that 66
percent of the elderly in that State use a nobil e phone, and
t hat about 47 percent of them have or are considering
switching to wireless for all their tel ephone needs. The
reason for the trend is obvious. Wreless services are a
conveni ent, cost-effective neans of comuni cation that offer

safety, nobility, innovative services, and broadband access.
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Wreless technology is also a good buy for the
Uni versal Service Fund because it is so often the npost cost
efficient way of serving custoners. |n urban markets,
wireless carriers invest on average about $920 to serve a
custoner, while a landline carrier will spend about $2,500 a
cust oner.

In rural areas the difference is even starker.
$1,734 is the national average per wireless line in rural
areas, as conpared to approxi mtely $7,000 for a | ocal
exchange carrier in a rural area. It also takes four tines
as many enpl oyees to serve 10,000 | andline custoners as it
does to serve the sane nunber of wreless subscribers.

These cost differentials produce markedly higher
operating expenses for the | ocal exchange carrier. |ndeed,
since 1966, 91 percent of the increases in the Universal
Servi ce Fund have gone to the |ocal exchange carriers.
Consuners throughout the country and the econony as a whol e
will benefit if the subsidy systemis right-sized.

There is one final elenent in the ability of rural
consuners to exercise the same freedom of choice as urban
consuners, and that is |ocal nunmber portability. 1In the

past, carriers owned tel ephone nunbers and consuners were
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hel d hostage to their current service provider unless they
gave up their tel ephone nunbers.

Today, consuners have the right to switch service
provi ders and keep their nunbers. This is true for al
Aneri cans, except for customers of sone rural |ocal exchange
carriers who have convinced their State comm ssions that the
expense of the conversion to |ocal nunber portability is a
nore serious issue than the right of the consuner's choice.

Denyi ng rural consunmers the ability to port their
phone numnbers aggravates the urban and rural divide. To
ensure that rural custonmers have the sane freedom of choice
in their nmeans of comunication that Americans living in
nmet ropol i tan areas have, Centennial urges the follow ng
policy:

First, all carriers should have conpetitively
neutral access to Federal and State Universal Service Funds.
Uni versal Service and conpetition are not inconpati ble.

Uni versal Service policies should respond to rural needs and
not to protection of groups fromconpetition. And, finally,
| ocal number portability is an enabler of conpetition and
rural consuners should enjoy the benefits of |ocal nunber

portability.
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Thank you very nuch. | appreciate your inviting
me here.

MR, GUTKNECHT: Thank you, M. Roughton.

| nmust confess | have a very inportant neeting
have to go to nyself, and so | amgoing to yield to M.
Stupak, and | will ask ny staff and other staff here to take
good notes. Thank you very much for com ng, and |
apol ogi ze, | have to excuse nyself.

MR, STUPAK: Just briefly, M. Chairman, | am
going to subnmt for the record, so it is available for
everybody, the National Cable and Tel econmuni cati ons
Associ ation recommendati ons for change for the Universal
Service Program the rural broadband access | oan program
will submt it for the record. W wll all have copies.

MR, GUTKNECHT: Wt hout objection.

MR. STUPAK: Thanks. A couple of questions, if |
may, M. Roughton. As you know, ny district is very rural
and cell service, it doesn't matter who provides it, is
still pretty nmuch unreliable. Once you |eave a town of
5,000, once you are outside the city limts, it just doesn't
work, and there really isn't much incentive to build a | ot

of cell towers and they are pretty expensive in the rural
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areas, because there are just not that many custoners that
woul d use them

What can Congress do to provide incentives to
I ncrease the quality of cell service in rural regions, or
are we just going to be stuck forever? Actually, even in ny
hone, I'mright on the city limts of a town of 10,000, if
I"'min the front part of mnmy house, ny cell phone works. If
| go to the back part of my house, ny cell phone doesn't
work, and it is just so frustrating. So what should we be

doing to try to increase cell service in rural areas?

MR, ROUGHTON: | think it is the sanme issue that
the wireline conpanies faced and still face in terns of |ine
extension, and it is primarily an investnent issue. It

costs noney to build the facilities, and the conpani es need
to make a return on that in order to stay in business.
Uni versal Service Fund has been a subsidy that hel ped the
carriers bridge that gap, both on the wireline side and the
wireless side, and I think Universal Service Fund has to be
targeted in acconplishing that goal

MR. STUPAK: You are in a nunber of different
States. Do you find any difference? Even M. Jensen, on

your map here you show you are on the border of another
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State. Does that cause any problens in providing sone of
t hese services?

| nmentioned my own honme. | amin Menom nee,
M chigan. Okay? Marinette, Wsconsin, ny service is
usual |y out of Wsconsin, not out of M chigan, even though I
ama Mchigan resident. And we see sone of these problens
here with different regul atory schenes, which in a way
shoul d produce sone conpetition. In a way it actually is
sort of a disincentive to do it. Both Menom nee and
Marinette, we are big cities. W are 10,000 people.

MR. JENSEN. Wen our exchange areas overlap into
another State, we usually find that if you don't have a
significant presence, which you can see we don't--

MR. STUPAK: Right.

MR. JENSEN: --those commi ssions general ly defer
to the State conm ssion that you have the nost critical nass
in, which would be Nebraska.

MR. STUPAK: Nebraska for you.

MR. JENSEN. And so once in a while we do get
stuck with a little nore paperwork than we would |ike, but

generally they don't hanper us too badly.
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| would Iike to nmake a comment on universal
service and wireless and so forth.

MR, STUPAK: Sure.

MR. JENSEN: | heard the word "subsidy" used, and
innmy mind that is a msnoner. W have a social contract,
we wireline conpanies. W are the carrier of |ast resort.
We have certain performance standards that we nust adhere
to, and if sonebody has a need for service far off the
beaten path, we are required to serve them The wireless
people are not, and therefore there is a huge differenti al
bet ween what we do and what they do. And to say that the
Uni versal Service Funds are a subsidy, in ny opinionis a
vast overstatenent and not accurate.

MR. STUPAK: Anyone el se care to conment?

MR, ROUGHTON:. | would just say that with regard
to the State conm ssions, we have service areas that overlap
across State boundaries, and as the gentleman before ne
said, yes, we do get hit with extra paperwork fromtine to
time because of the difference in regulations between the
two, but it has been ny experience that generally the State
comm ssions are willing to work with the carriers in order

to harnoni ze di fferences and nake sure that custoners on one
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side of the frontier or the other are essentially getting
the sane quality of service that the fol ks on the other side
are getting.

MR STUPAK:  You both nentioned the Universal
Service Fund, and the FCC testified a little earlier that
they will be looking at it to nake sone changes on it. M
concern is that they are not going to go far enough to even
it out and help the rural areas to continue to provide
servi ce.

You know, the Congress has a bill. It is the
Anti-Deficiency Act. W could probably go along those |ines
and pass that, and maybe that would resolve it. Any
guestions or concerns on that?

MR, ROUGHTON:  No.

MR STUPAK:  No? M. Jensen?

MR. JENSEN: The Anti-Deficiency Act is creating a
horri bl e problemfor USAC. There are schools and libraries
and hospitals right now that have had fundi ng approved for
certain prospective services that they need, and they can't
get the funds because of the bookkeepi ng change fostered by
the FCC, apparently in an effort to watch out for sone

skul I duggery that has happened in the past. But as a result
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of this, this change by the FCC, the entire Nation right now
is being held hostage, and | know that USAC is trying their
best to get these nonies out but they are also forgoing a
huge amount of interest, that they can't | eave their funds
on deposit.

MR, HAMMOND: | would add, part of not our
t el ephone conpany but our educational systemin our area is
a part of a large group, and this is an area that, panic-
stricken m ght be a good word for it. They don't know what
to do, they don't know how to plan for it. Purchasing
services who are dealing with any kind of tel ecomissues
that have to do with this have basically set them back.
know t hey have begun the process of |obbying very hard from
their side, because they need it greatly.

MR, ROUGHTON: | agree it is a problem and it
woul d be very nice if the Anti-Deficiency Act problem could
be sol ved.

MR. STUPAK: Thanks for your conments. M.

Gsbor ne, questions?
MR. OSBORNE: | just have one. | know the hour is

growing late. But | would like to start out with M.
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Jansen, and if any of you want to offer an opinion, you
certainly can

| believe there was an article in USA Today, maybe
just yesterday, and the headline said, "Fees paid by al
phone custoners help rural phone firnms prosper.” And the
first sentence said, "The regional Bell phone giants are
struggling. AT&T and MCl are on life support. But tiny XIT
Rural Tel ephone Cooperative is hunmng along nicely.” And
then they go into sone of the financials about this little
t el ephone conpany out in the Texas panhandl e and how t hey
are prospering.

So | just would give you an opportunity to address
this particular article--1 amsure many of you saw it--and
see if you have any reaction to it, any thoughts that m ght
enlighten the group here.

MR. JENSEN:. Thank you very much. That is a good
gquestion, and | think this is a good forumto bring this
out .

| have known M. Wiite and the famly for probably
20 years, Congressman, and | have al ways considered themto

be very good, reputable nanagenent people. The first tinme |
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read the article, | was a bit dismayed, and | was quite
honestly a bit angered.

But the nore | thought about it and read it, | am
sure the author, and | forget his nane, has tried to take a
very conplicated subject and wite a know edgeabl e article
about it, and | amsure sonme of it is left on the cutting
roomfloor, as is wont to happen when sonebody wites a
letter that is too long for their editor.

What | would say is, it really points out what a
good job snall conpani es have done in nmanagi ng their
busi ness plans and their finances, in light of all of the
uncertainties that are with us today with Universal Service.
Many peopl e say |ong distance mnutes are decreasing and
t herefore our access charges are decreasing. | don't
believe the m nutes are decreasing as nuch as they are being
redistributed, and if we get the opportunity to have al
providers contribute to the Universal Service Fund, we w |l
see that those nunbers are back where they shoul d be.

But back to the article. It |leads you to believe
and try to feel sorry for the | arger RBACs, perhaps, and for
AT&T and sone others. | think if you | ook back in the

busi ness pl ans of sone of those people, you will find that
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they weren't the best to start with, and sone of them were
very poorly executed, and perhaps today that they are
suffering fromsone of those m stakes of the past.

I think of AT&T, who wanted to be a conputer
conpany. Then they wanted to be a cable TV conpany. And
now they are trying to be a | ong di stance conpany again. M
friends Quest in Nebraska, when M. Nacho was there, | think
he had a whole different business plan, and | think M.

M nnebark today is trying his best to bring them out of that
hol e, but there are sone extenuating circunstances in the
past .

So all inall, I think this article should be
answered by soneone in the industry because it's not
entirely accurate, but | do believe the author did try.

MR RUHL: | would just Iike to weigh in on
Uni versal Service. The fact is that it should be pointed
out that a |Iot of the Universal Service Funds have been put
to very good use. | don't know all the conpanies that were
mentioned in that article. Maybe there are sone that have
m sused it, and unfortunately it is kind of |ike a few bad
appl es have created difficulties for businesses, and | don't

think that should really be the case.
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What really needs to be done with the Universal
Service Fund as | see it, we need to manage it. At |east we
certainly, | don't think, need to have the Universal Service
Fund fund conpetition within an area. W should | ook at the
funds to go to, as Mck nentioned, that carrier of |ast
resort in an area, the one that is truly providing the
service to custoners where we need the ability to get to
t hose customers, and not then at the same tinme fund
conpetition with universal funding in those areas.

What | see with Universal Service, the Universal
Service Fund could gradually reduce over the years as
conpetition noves into our industry and we are able to use
natural conpetition to provide advanced conmuni cations. So
over the years, as conpanies can get better, as we can
| nprove our networks, as we becone nore efficient, the need
for universal funding should go down, and if it is well

managed | think we can approach those goals.

MR HAMMVOND: | had a brief opportunity to read
the article before | cane in. | guess we always have
situations where there is abuse to any program | woul d add

that in ny--and I know Jimmy White, and | have nmet him and

| aminpressed with the job he has done with his tel ephone
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conpany in Texas--if you went around and you net with the

t el ephone conpani es and the co-op conpanies that are getting
Uni versal Service Funds, they are not |aundering it for
anyone el se. Mst of themput it back into their community
in the formof networks, better facilities. Their custoner
is their nunber one desire.

And in those situations, if there has been abuses,
| would have to say in lowa and M nnesota where we have
exchanges, | would be surprised to see it, and if it is,
it's on a very, very mnor |level and it has been done for
the good of their custoners. Abuse of a situation |ike that
sonetinmes paints it wwth the wong color, but this has been
a programthat has been very, very inportant to rural areas
of our States. And | would add, w thout prograns |ike that,
t he thought that we would have had the |evel of DSL that we
have in M nnesota and |Iowa today, | don't think would have
t aken pl ace.

MR. JENSEN: If | could have one re-entry for 30
seconds, there are 1,100, approximately, rural carriers, and
t hey tal ked about three or four here, so | think they are

trying to paint us with a pretty broad brush.
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The last thing I will say is, | found M.
Stanton's comrents sonmewhat interesting with Wstern
Wreless, in that he is one of the | argest recipients of
Uni versal Service in the country, and w thout our Universal
Servi ce-provi ded underlying networks in Nebraska or South
Dakota or anywhere el se, he would be dead in the water,
because he can't get his calls spread around the country the
way he needs to. And | thought his conments were sonewhat
interesting, given the fact that he has benefitted from
Uni versal Service so mnuch.

MR, OSBORNE: Excuse ne. | think | have a problem
with ny voice and also with tinme, so |l wll yield back.
Thank you.

MR, STUPAK: Well, thanks. Let's go to M. Boyd,
and then M. Peterson to wap up.

MR. BOYD: Thank you, M. Chairman. | wll be
very brief.

| want to direct ny question at you, M. Roughton.

MR ROUGHTON:  Yes.

MR. BOYD: And you spent a good bit of tinme in
your testinony tal ki ng about Universal Service Fund.

MR. ROUGHTON: Yes, sir.

M LLER REPORTI NG CO., I NC.
735 8th STREET, S.E
WASHI NGTON, D.C.  20003- 2802
(202) 546- 6666



MR, BOYD: And | was very interested in that. You
heard the question and the response to that question by M.
Carlisle earlier, about the Universal Service Fund and
br oadband?

MR, ROUGHTON:  Yes.

MR. BOYD: Wuld you care to conment on that, and
how we m ght solve sone of those problens that he laid out?
As | understood it, he said there was | ess of a problem
about how you collect the noney than there was in the
distribution, or certainly an equal problem

MR. ROUGHTON:. There's problens on both sides. W
understanding is that information services as such are not
eligible for Universal Service support at the nmonent. It is
essentially a voi ce-based support system

So, for exanple, when we upgraded our networks and
rolled out the GSM overlay, along with that there was sone
har dwar e i nvestnment we made in order to provide broadband
access. Well, we cannot assign Universal Service Funds to
that piece of the investnent, even though that is part of
the upgrade that we did. The investnment was essentially on

the voice part of the upgrade, not the digital network.
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So, you know, if the Universal Service Fund is a
mechani smto acconplish a social policy, and the soci al
policy is to bring tel ecommunications services to difficult-
to-serve areas, which tend to be the rural areas, then the
guestion is, how do we adopt this nechanismto serve the
changes that have taken place with the technology in
communi cati ons?

Twenty years ago when | joined Bell Atlantic, nost

people still had rotary tel ephones on their desk, and there
were still stepper switches naking calls across the country.
That is |ike high button shoes. It just doesn't exist

anynore. And the systemthat we have hasn't kept up.

So we have a problemon the contribution side
because of all the changes that are taking place in |ong
di stance, and then we have a very conplicated problemon the
di stribution side because we have new pl ayers, new
technol ogi es, and new services that people are offering.
Shoul d there be a subsidy for picture phone |evel? Probably
not, but naybe. | don't know.

MR BOYD: It would take different, nore flexible

rul es.
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MR, ROUGHTON: Yes, and it is not going to be an
easy thing to do because these subsidi es have been around
for along tinme, either inplicitly or explicitly, and it is
very difficult to unwind them as the |ast 10 years have
shown.

MR. BOYD: Any others want to comment or add
anything to that?

MR. HAMVOND: | would add | al so serve on the
M dwest Wrel ess board, which is a wireless provider in
sout hern M nnesota and northern |Iowa, serves about 350, 000
custoners. And in our case, too, and | think a little bit
of it is just the desire to conply, but we go out of our way
to make sure that when it cones to USF funds, that they go
to areas that are only eligible for it, alnost to the point
where we go to the extrene. So in many instances | think
sone of the carriers, again going back to the question about
USF funding, are very careful not to abuse the situation and
make sure it works.

MR, ROUGHTON. And | would just say that it is a
condition of our certification in sone States that we
actually file quarterly reports as to where we have spent

the USF funds. W have the nobney to be spent in particular
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study areas, and they have to be spent there, and we report
that to the State comm ssions in three or four jurisdictions
every quarter.

MR, STUPAK: M. Peterson?

MR, PETERSON: Thank you very much. | want to
thank all of you for participating today. | really, really
appreciate it.

Does sonebody have a plan? 1Is there a plan in
print that puts everybody at the table, contributing to the
fund? Because it would seemto nme that if al
t el ecommuni cation providers were putting in, it wouldn't be
a very big fee, because presently we are just doing
interstate and international, right? Long distance. |Is
that who is paying into the fund?

MR. JENSEN: That is correct.

MR, PETERSON: But if everybody paid into the
fund, wouldn't it be mnute? To bring enough noney in to
hel p fund the adequat e- -

MR, JENSEN. | would urge you to go to
arictel ecomcom and read our plan.

MR PETERSON:  Ckay.
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MR RUHL: | just want to nmention sone States do
have Uni versal Service Funds--

MR, PETERSON. O their own. Any State that
particularly does it good, does the best?

MR. JENSEN: | don't know about best, but Nebraska
is pretty good at it. W were one of the first. W
rebal anced our rates so that we were | evel across the board,
across the State.

MR, PETERSON: | have heard about the wiring in
Nebraska that has hel ped them attract busi nesses. Not
enough, | guess, according to Tom but they can al ways use
nor e.

| guess | would like your thoughts. You know, |
cover 20 percent of Pennsylvania, a big rural district, and
when I'mdriving, half the time I can't use ny cell phone,
no matter which service is have. Sonme areas if | have
Cellular One, sone if | have Verizon or whatever. But no
matter where you go, you know, half the tine you can't use
it.

But we have a unique situation in Pennsylvania,
that 1 don't think a ot of people are aware of. W have a

State that over the last 15 years has constructed close to
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500 towers. Every State police barracks has a tower. Every
Penn DOT office has a tower. Every Forest Service office
has a tower. Every Gane Conm ssion office has a tower.
Every Fish Comm ssion office has a tower. And we have
towers for the Emergency Medical Systemthat | hel ped create
15 years ago, so hospitals can talk to anbul ance services.

Now, we have those 500 towers, and I amtold that
sonebody was influential--1 don't know when, | have not seen
the law-but | amtold that sonebody was influential at the
Commonweal th in having |l egislation that says that the State
can't rent them out.

Now, isn't that a huge asset sitting, that the
Commonweal t h of Pennsyl vani a coul d have sone incentive for
conpanies to use their towers? | amtold they reach 95
percent of Pennsylvania's population. 1Isn't that a huge
potential to expand all kinds of tel ecomunications
services, if the State would harness it?

| would be interested in each of your thoughts on
t hat .

MR. ROUGHTON: | would just say that generally
wireless carriers currently don't like to build towers.

They like to go on existing towers, for a variety of
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reasons: fewer environnental problens, fewer zoning

probl ens, the whole thing. So if the Commonweal t h has
towers that are al ready erected and have space on them for
antennas, | would inmagine wreless carriers would be
interested in going there, and it would be a source of
revenue for the Commonweal t h.

MR. PETERSON: Anybody el se?

MR. RUHL: We are not in the wreless business
now, but we were, and building towers and so on, there is
gquite a science to it. It could be--and | would think that
many of those towers could be used by w rel ess conpani es.

They woul d al so have to be making the additional
i nvestment to get the constant coverage in those areas that
you are tal king about. They would have to see if they could
make a business case out of that. | think that is one of
the main problens, is again the sparsely popul ated area and
how many peopl e woul d nake calls and what revenues they
woul d get and so on

MR HAMVOND: | would agree with that. | know in
the situation of Mdwest Wreless, that when we | ook at
siting for cell sites and the |ike, that we spend an awf ul

| ot of tine |ooking at nunmerous variables: narketing,
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| ocation, and in some instances, height, the area it is in.
Where we could find towers in comunities such as--well,

I nsi de towns, where we could use their water towers |ike we
have. But again, in sone of those situations you need to

| ook at how your traffic is going, and many tines that isn't
the sane kind of traffic you see with | ocation of water
towers and other towers that are out there.

MR, PETERSON. These were built to receive, you
know, to work State-w de. You know, these are al
i ndi vi dual systens. The Forest Service has their system
the Gane Comm ssion has their system And they all talk to
each other, so they are all in rural communities. | nean, |
have one within a half a mle of ny house.

MR. HAMMOND;, And | would add, in some of our
situations, at least in our county, it seens like all the
towers when they first went up were in the sanme area, and
they would be with the sheriff's offices and everybody el se.
Since then, and I would assune that is your experience, we
start filling in gaps in areas that really don't have
towers. Because we are in lowa and M nnesota, we are
spending a lot of time putting towers along the |owa-

M nnesota border. Just because of the nature of the two
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jurisdictions, you don't have anything that woul d be
avail abl e, that would fit in that situation.

MR, PETERSON. But | amtold it covers 95 percent
of the State's popul ation. That is reachable by those
towers. Now, doesn't that really take a | ot of your cost
away, if you can just rent a piece of a tower, be on a
tower? Isn't that a huge part of the cost?

MR, HAMVOND: Well, | think the answer is yes, but
coordinating the signals and nmaking sure that they have
handof f and coverage has becone a major issue. Wen we
built southern M nnesota, all of our towers were 400 feet.
It seened if we had anything |less than 400 feet, it was an
exception.

Now al |l those towers are com ng down in the range
of 100 to 200 feet, and it is being done because you have
t he handoff and you have the heavy usage around interstates.
So the interstate situation is, you put themat a certain
di st ance.

| don't know whether you go back to the taller
towers maybe in the situation you are tal king about. W are
finding oursel ves hopping fromone step to the other and

provi di ng coverage in that sense. Maybe it would work, but
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general |y speaking, again, we have noved into areas where
you don't have as many towers. That is part of being rural,
and that is part of having sone of the |arger anounts of
traffic.

But to get coverage, we have gone from analog to
digital. It isn't always as effective with the old towers
where they are at, and so we have to address those probl ens.

MR. JENSEN: | amcertainly not a wireless
engineer. W were in the wireless business and are no nore.
But | think you are tal king an investnment question here, as
you pointed out. And listening to the nunbers that were
guoted earlier in the discussion here, we have an
engi neering study.

W at Geat Plains feel like cellular or wreless
Is a conplenentary service to our wireline. It is not a
repl acenent. Neither one is a replacenent for the other.

But if you | ook at where the preponderance of the
wi rel ess coverage is, if | showed you where three hi ghways
are in Nebraska--Interstate 80, Hi ghway 275 to Norfol k, and
81 south of York--that is where the preponderance of the

Wi rel ess coverage is today. And why? Because there are
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people there. If you get alittle further off the beaten
pat h, then you have nore of a problem

And we have got an engineering study that the
nunbers are 180 degrees from what you heard earlier in the
day, so it is very difficult to take averages and nmake t hem
meani ngful , especially out in rural. Nebraska is 400 mles
|l ong, and often it is 50 degrees on the eastern end and 100
degrees on the western end, for an average of 75 degrees,
and neither one of themis there.

[ Laught er. ]

MR. JENSEN: So you have to be very careful of
averages, but | think you are tal king, nunber one, frequency
coordi nati on and handoffs.

MR, PETERSON: | want to thank you all very nuch

MR, STUPAK: | thank you gentlenen for staying
with us today. W are later than we thought we woul d be,
but it was an interesting hearing, and we thank you all for
doing it. On behalf of the Congressional Rural Caucus,
thank you for com ng and sharing with us.

[ Wher eupon, at 4:43 p.m, the hearing was

concl uded. ]
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